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TOt     John  Teube. 

FM:.    Walt.  Fryers. 

RE:  Article  for  comments; 


11515  39  Ave., 
Edmonton,  Alta. 
T6J  0M5 

2  Dec  85 


"Nuclear  Power,  An  American  Albatross". 


1.  This  article  by  Professor  Thomas  J.  Connolly,  Mechanical  Engi- 
neering Dept.,  Stanford  University,  dated  1  Jul  85,  is  excellent. 
It  warrants  the  widest  possible  circulation,  and  especially  to 
Technocrats,  many  of  whom  have  lost  their  objectivity  on  the  subject, 
or  through  ignorance  have  been  overwhelmed  by  fear  of  radiation  risks 
and  environmental  hazards. 

2.  It  would  be  a  great  mistake  for  Technocracy  to  take  a  doctrinaire 
position  en  nuclear  matters.  It  is  a  technical  subject  to  be  handled 
by  technical  and  scientific  people.  And,  as  with  the  broad  scene  of 
science  and  technology  it  is  an  area  of  very  rapid  change  and  develop- 
ment. The  fears  of  today  are  overcome  by  the  progress  of  tomorrow. 

3.  ,  The  speaker  agrees  that  "the  nuclear  power  enterprise  has  been 
one  of  the  greatest  managerial  disasters  in  history".  Technocrats 
should  recognize  that  it  constitutes  an  indictment  of  the  Price 
System,  not  of  the  nuclear  power  process.   The  speaker  further 
states:  "The  nuclear  debacle  represents  a  societal  failure.  Our 
failure.  My  failure  and  your  failure."  He  documents  the  •societal1 
failure  very  well,  as  far  as  he  goes.  And  there  he  leaves  it.  He 
does  not  identify  the  basic  causes  of  the  •failure'.  He  does  not 
suggest  what  should  be  done  to  avoid  such  'societal  failure'.  Too 
bad.  A  missed  opportunity,  in  our  view.       ' 

U*  I  am  not  sure  just  when  I  received  the  article  and  your  note 
asking  for  comments.  I  just' came  ac/ross  it.  My  affairs  and  those 
of  the  Unit  have  been  disorganized  ever  since  we  lost  our  office  in 
THE  HUB  at  the  University,  and  especially  so  since  the  fire  that 
forced  our  move  out  of  the  Noble  Bldg.  The  entire  operation  is  now 
piled  up  in  my  garage.  I  hope  better  storage  space  can  be  arranged 
before  long.   The  Unit  here  is  totally  inactive. 


(  Walt  Fryers. 

P.S.   I  especially  liked  the  statement:  "...our  adversarial  system 
is  proving  a  dismal  failure.  It  produces  winners  and  losers.  It 
does  not  produce  solutions." 
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11515  3?  Ave., 
Edmonton,  Alta. 
T6J  0M5 

21  Nov  25 

TO:   CHQ 

FM:  Walt  Fryers 

RE:  Clipping  from  NY  Times  8  Nov  85  -  "Business  Mood: 


Hope  &   Fear". 


1.   Thanks  for  passing  this  along. 
acceptable. 


I  assume  my  comments  will  be 


2.  The  article  poses  the  question:   "Is  this  another  1929?"  That 
depends,  I  suppose,  on  how  you  define  the  crisis  that,  geve  1929  its  par- 
ticular assocation.  Howard  Scott  seemed  to  relate  it  to  an  inter- 
national credit  collapse.  Quote:   "The  failure  of  the  Credit  Anstalt 
in  Austria,  along  with  other  foreign  financial  institutions  and  the 
defaulting  on  U.S.  foreign  loans,  were  the  series  of  incidents  that 
were  the  immediate  precipitants  of  the  GreatW^Cl  Street  crash  of 
Odtober  1929".   (From  'Continentalism,'  p. 3).  Similarly  I  think 

that  the  contemporary  equivalent  is  the  international  credit  col- 
lapse of  1981,  although  it  hasn't  shown  up  on  Wall  Street  in  quite 
the  same  way. 

3.  So,  you  might  well  ask,  how  come  the  economy  is  still  grow- 
ing in  the  U.S.  and  the  stock  market  still  making  gains,  etc? 

My  answer  is  that  the  full  extent  of  the  collapse  has  been  masked 
by  the  counter  measures  that  were  taken  by  governments  and  central 
banks.   In  the  Great  Depression  of  the  1930s  it  took  years  for  the 
government  to  undertake  major  spending  programs,  and  large-scale 
debt  creation,  including  massive  welfare  programs.   In  this  present 
case  the  government  undertook  vast  increases  in  deficit  spending 
right  away.   ($194.0  billion  in  1983;  1110.6  billion  in  1982;  up 
from  the  $2.8  billion  level  of  1970).  Much  of  the  spending  was  on 
production  extraneous  to  consumer  markets,  such  as  armaments  and 
space  exploitation.   In  conformance  with  the  ' Reagonomics'  theory 
of  'trickle  down  benefits'  the  spending  did  benefit  the  economy  in 
general. 

U»     Another  significant  measure  taken  right  away  was  the  manipula- 
tion of  interest  rates,  which  peaked  in  the  x9ft±  20$  ranpe  in  1981 
and  are  still  maintained  at  a  wide  spread  above  the  residual  in- 
flation rate.  There  was  no  comparable  strategy  in  the  1930s.  Such 
rates  attract  and  reward  both  foreign  and  domestic  investment  capi- 
tal.  In  effect  these  artificial  interest  rates  have  validated  the 
existing  debt  structure,  by  and  large,  and  have  ensured  its  continued 
growth.  And  since  there  is  very  little  physical  growth  of  the  econo- 
my to  take  up  investment  funds,  most  of  it  goes  into  government  paper, 
which  supports  the  deficit.  So  far  it  has  been  a  very  successful 
strategy  and  an  important  difference  from  the  1930s  rea£ion  when 
interest  rates  were  allowed  to  approach  zero. 
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5.  The  credit  collapse  of  1981  has  been  further  masked  by  the 
euphemism  of  "re-scheduling"  of  much  of  the  world  debt  in  danger 
of  default.   Moreover,  and  incredible  as  it  may  seem,  the  credit 
crisis  has  been  deferred  by  lendinp  more  money  to  bankrupt  nations 
to  pay  the  interest  that  they  have  already  defaulted.  This  appears 
to  allow  financial  institutions  to  'rollover'  bad  debt  to  good  debt, 
allowing  time  to  build  reserves  toward  write-offs.  Such  techniques 
tends  to  cushion  and  defer  the  debt  crisis.  They  do  not  solve  it. 

6.  Domestically  governments  are  bailing  out  failing  banks  directly, 
combining  weak  ones  with  stronger  ones,  reimbursing  depositors  of 
failed  institutions,  and  so  on.  Other  secfcbrs  of  the  economy  are 
being  helped  in  various  ways,  government  largesse,  guarantees,  re- 
mission of  taxes,  etc. 

7.  In  short,  the  function  of  major  debt  creation  has  been  taken 
over  by  governments.   The  deficit  continues  and  will  grow,  as  will 
the  talk  about  it.  Put  nothing  is  done. 

8.  How  long  can  it  go  on?   I  suggest  that  the  course  we  arc  on  is 
one  taken  by  deliberate  plan.  The  alternative  -  a  hands-off  total 
collapse  of  the  1929  kind  -  was  un-thinkablo.   So  we  are  spending 
our  way  to  the  future.   Science  and  technology  are  supported  and 
are  continuing  to  advance.  Welfare  'safety  nets'  are  being  largely 
maintained.   In  the  1930s  the  'final  solution'  was  VM  IT.   This 
time  around  we  already  have  the  rough  equivalent  in  spending  on  re- 
armament, and  periodic  renewal  and  modernization  of  the  defence 
establishment,  space  programs,  etc.  etc.   It  seems  to  be  a  case  of 
•full  speed  ahead,  and  damn  the  torpedoes'.   As  lonn  as  it  works  '. 
Then?  A  freeze,  I  suppose.  Total  conscription  of  a  sort,  I  sup- 
pose. And  perhaps  a  facing  up  to  Technocracy,  ultimately,  as  in- 
terest in  alternatives  revivds.  When?  I  dont  know  and  daren't 
guess.  A  decade  maybe,  from  1981?  half  a  generation?  Time  does 
seem  to  be  growing  short'. 


9.   mhe  article  is  mostly  a  report  on  opinion  polls  -  a  subjective 
form  of  investigation,  and  not  to  be  confused  with  factual  research. 


Walt  Fryers 
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THE  NEW  YORK  TIMES,  FRIDAY,  NOVEMBER  8,  1985 


Economic  Scene 


Leonard  Silk 


Business  Mood: 
Hope  and  Fear 


A  WEIRD  paradox  haunts  the  securities  mar- 
kets: As  the  stock  market  mounts  —  and 
.nothing  could  have  been  more  dramatic 
han  the  way  the  Dow  industrials  sailed  over  the 
,400  barrier  this  week  —  so  do  anxieties  that  its 
ise  is  based  on  false  hopes  and  cannot  last.  The 
;onimonest  question  one  hears,  in  whispered  tones, 
:rom  a  wide  variety  of  business  executives  and  in- 

reStui'S,  iS*       lo  uiia  tuiuuici'  xv2St 

The  paradox  is  evident  also  in  the  way  financial 
executives  regard  the  business  outlook  here  and 
ibroad.  Looking  at  the  conventional  indicators, 
ind  the  forecasts  of  the  economists,  they  say  eco- 
nomic expansion  will  continue  next  year,  but  they 
also  say  they  are  afraid  serious  troubles  could  ex- 
plode the  conventional  expectations. 

Their  worries  include  the  big  Federal  budget 
deficit,  the  trade  deficit,  rising  interest  on  the  pub- 
lic debt,  the  weakening  dollar,  the  threat  that  for- 
eign capital  will  pull  away  from  or  out  of  the  United 
States,  the  continuing  world  debt  crisis  and  the 
threat  it  implies  to  Western  banks. 


A  survey  of  senior  financial  executives  of  large 
multinational  corporations  conducted  by  Business 
International,  a  research  and  consulting  organiza- 
tion, provides  evidence  of  this  mixture  of  hope  and 
anxiety  in  the  business  mood.  Most  of  the  10(6  finan- 
cial executives  surveyed  expect  moderate  growth 
next  year  in  the  world's  major  industrial  countries, 
but  express  fears  about  the  world  debt  crisis. 

The  multinational  executives  are  most  confident 
about  Japan;  more  than  90  percent  predict  real 
Japanese  growth  of  2  percent  to  6  percent  in  1986. 
More  than  60  percent  forecast  that  the  United 
States  and  West  Germany  will  grow  by  2  percent  to 
4  percent.  But  nearly  half  expect  Britain  to  stag- 
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nate  or  grow  by  less  than  2  percent. 

Most  said  the  dollar  would  continue  to  decline 
against  the  Japanese  yen  and  the  West  German 
mark  in  the  coming  year.  However,  more  than  half 
think  it  will  be  10  percent  or  less.  Only  one-fifth  ex- 
pect a  fall  of  more  than  10  percent  against  those 
two  currencies. 

The  financial  executives  are  not  happy  about  the 
way  the  international  banks  are  handling  the  world 
debt  crisis.  Only  7.5  percent  think  the  banks  are 
doing  "a  good  job,"  while  92.5  percent  rate  the  per- 
formance from  adequate  to  poor.  Consequently, 
most  of  the  multinationals'  chief  financial  officers 
expect  the  debt  crisis  to  constrain  their  operations 
and  squeeze  the  profits  of  their  subsidiaries  in 
developing  countries.  One  chief  financial  officer 
warned : '  'The  No.  1  problem  is  how  we  will  operate 
in  third  world  countries  that  are  more  and  more 
starved  for  foreign  currencies." 

They  are  worried  that  Western  banks  will  try  to 
cut  their  lending  to  the  developing  countries  and 
thereby  exacerbate  the  risks  of  defaults.  It  is  that 
danger  that  Treasury  Secretary  James  A.  Baker 
3d  is  trying  to  head  off  by  urging  the  banks  to  in- 
crease their  lending  to  third  world  countries  by  $20 
billion  over  the  next  three  years. 

The  major  American  and  European  interna- 


tional banks  are  apparently  willing  to  put  in  that 
much,  but  the  question  is  whether  the  scale  of  lend- 
ing Mr.  Baker  is  seeking  will  be  adequate.  Much 
depends  on  the  pace  of  world  economic  expansion, 
and  the  willingness  of  industrial  countries  to  keep 
their  markets  open  to  third  world  imports. 

The  chief  financial  officers  are  taking  a  highly 
risk-averse  stance  as  they  look  around  the  world. 
They  say  they  want  to  invest  in  "safe"  countries, 
'  and  reject.the  conventional  wisdom  that  it  is  neces- 
sary to  take  bigger  risks  to  get  bigger  returns. 

When  asked  to  rank  the  countries  where  they  saw 
the  biggest  opportunities,  they  listed,  in  order  of 
preference,  Japan,  China,  the  United  States,  West 
Germany,  Brazil,  Italy,  Britain,  South  Korea, 
Canada  and  France.  When  asked  to  rank  countries 

V...  j*—,«  -^^fl,    #.u~-.  l;«*^ J  t>-wv.,:i     n*r~-.:,_     r--.il. 

Africa,  Argentina,  Venezuela,  Italy,  the  Philip- 
pines, Nigeria,  Australia  and  France. 

Thus,  only  three  high-risk  countries  —  Brazil, 
Italy  and  France  —  made  the  list  of  countries  with 
the  biggest  opportunities.  Even  more  revealing, 
nearly  a  quarter  of  the  respondents  said  they  had 
reduced  or  divested  themselves  of  operations  in 
overseas  markets  because  of  increased  financial 
risk,  while  another  20  percent  said  they  were  plan- 
ning to  do  so. 


One  major  difference  now  from  1929  could  well 
be  both  the  risk-averseness  and  risk-awareness  so 
widespread  among  corporate  financial  officers  and 
institutional  investors,  as  well  as  in  Washington 
and  other  capitals  of  the  major  industrial  coun- 
tries. The  difficulties  of  dealing  with  the  long  list  of 
problems  ranging  from  the  United  States  budget 
deficit  to  the  overvalued  dollar  are  serious  and  can- 
not be  easily  solved.  But  the  problems  are  well 
known,  and  a  start  has  been  made  toward  solving 
them.  There  is  a  legitimate  case  for  cautious  hope. 

Yet  the  hopeful  case  rests  on  a  belief  that 
stronger  American  leadership  will  manifest  itself, 
and  will  win  the  cooperation  of  other  industrial 
countries,  in  advance  of  a  tearing  crisis.  Until  that 
leadership  appears,  however,  some  prudent  money 
will  continue,  as  the  expansion  goes  on,  to  exit  from 
equity  markets  and  from  exposed  countries. 
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THE  BIG  BANK  BAILOUT  OF  1980 
W.  R.  Fryers 


INTRODUCTION 


In  1980  the  prime  interest  rate  in  the  U.S.  peaked  in  the  20%  range, 
and  at  similar  levels  in  Canada  in  1981.   Nothing  comparable  in  scope  and 
magnitude  has  been  seen  in  modern  times.   Interest  rates  still  continue  at 
very  high  levels  by  historical  standards.  Why?  No  satisfactory  explana- 
tion from  official  sources  has  come  to  my  attention. 

I  suggest  the  reason  is  simple  and  obvious:  to  bail  out  the  U.S.  bank- 
ing system  and  with  it,  through  varying  degrees  of  linkage,  most  of  the 
western  world's  financial  institutions. 

But  this  has  not  been  widely  recognized  nor  publicly  acknowledged. 
This  'cover-up',  it  must  be  assumed,  has  been  to  sustain  public  confidence 
and  so  avoid  a  repetition  of  the  panic  and  abrupt  collapse  that  occurred  in 
1929  and  the  1930s.  And  it  has  worked.  The  banking  system,  though  threatened, 
did  not  collapse.  Most  of  it  has  survived  to  achieve  a  state  of  nominal  pro- 
fitability. A  collapse  of  the  dimensions  of  the  1930s  has  thus  been  defer- 
red and  cushioned,  at  least  temporarily. 

The  factual  basis  of  this  analysis  can  be  supported  by  evidence  from 
many  sources,  some  of  which  are  used  in  the  following  chronology.   It  is 
hoped  by  this  presentation  to  clear  up  some  of  the  confusion  that  has  been 
allowed  (or  encouraged)  to  obscure  contemporary  economic  trends. 

The  analysis  spans  several  years  and  is  presented  as  a  series  of  chrono- 
logical phases,  I  through  VIII.  At  the  risk  of  seeming  elementary  and 
simplistic,  some  basic  principles  are  noted  that  are  generally  self-evident, 


*The  'bailout'  operation  actually  has  covered  a  number  of  years  and 
is  still  continuing.   But  the  year  1980  saw  the  historic  high  level 
of  official  interest  rates  in  the  U.S. 
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but  which  are  essential  to  the  coherent  picture  attempted  here. 

A  random  selection  of  sources  in  both  U.S.  and  Canada  are  used  and 
acknowledged,  to  illustrate  the  sequence  of  events  being  followed.   No 
single  source  available  to  the  man-in- the-s tree t  has  come  to  my  attention. 
The  evidence  is  therefore  fragmented,  but  more  than  sufficient  for  the 
purpose. 
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p. 3 
PHASE  I:   1970s  -  Inflation  Threatens  the  Banking  System 

Reiterating  the  obvious:  banks  are  in  the  business  of  'renting  out1 
money  (via  loans,  mortgages,  investments,  securities,  etc.)  at  a  price 
(interest)  and  for  a  profit.   (Customer  deposits  are  a  useful  accessory 
to  the  business,  comprising,  as  they  do,  one  source  of  funds  for  lending. 
The  cost  of  obtaining  such  funds  -  as  interest  paid  out  on  savings  accounts, 
for  example  -  is  a  sort  of  'overhead'  cost  of  doing  business;  not  to  be 
confused  with  the  'business'  itself,  which  is  lending  money.) 

To  be  profitable  the  business  of  banking  requires  a  rate  of  interest 
earned  on  the  money  loaned  out  that  is  securely  in  excess  of  the  rate  of 
inflation  and  operating  costs.   In  other  words,  the  rate  of  appreciation 
of  money  (the  interest  it  earns)  must  exceed  the  rate  of  depreciation  (the 
inflation  rate)  and  other  costs. 

However  in  the  1970s  the  rate  of  inflation  moved  into  the  double-digit 
range  in  the  U.S.  and  Canada,  while  bank  rates  lagged  behind.   In  addition 
banks  were  overloaded  with  long-term  low-interest  loans  from  earlier  years. 

As  explained  by  Dianne  Maley  in  the  Globe  and  Mail  Newspaper  of 
22  Aug  84.:   "Estimates  of  the  historical  real,  or  inflation-adjusted  return 
on  long-term  Government  bonds  range  from  1  to  3  per  cent.   But  during  the 
1970s,  investors  actually  lost  money  in  real  terms  as  inflation  growth  out- 
stripped bond  yields  by  more  than  three  percentage  points".   (Fig.l) 
Similarly  in  the  U.S.,  and  for  other  species  of  debt.  The  investors 
(lenders)  at  risk  here  included  the  banks  and  other  financial  institutions. 

Add  to  this  the  threat  of  default  on  those  international  loans  which 
had  been  made  to  LDCs  (Less  Developed  Countries).  Especially  at  risk  were 
the  loans  to  the  Oil  Importing  Developing  Countries  (OIDCs),  whose  economies 
were  being  stifled  by  the  petroleum  price  increases  engineered  by  the  OPEC 
cartel  in  1971  and  1978. 


A  crisis  in  the  banking  system  loomed  dead  ahead. 
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The  banking  system  must  be  regarded  as  the  keystone  of  the  modern 
financial  structure  -  the  'sine  qua  non'  of  the  money  system.   Its  in- 
tegrity must  be  protected  at  all  costs  if  the  values  and  institutions  of 
the  Price  System  are  to  survive.  Such  of  course,  was  the  perception  of 
the  financial,  business  and  political  leaders  of  the  day.   Consequently, 
as  the  banking  crisis  deepened  in  the  1970s,  a  drastic  counter-measure 
was  invoked  -  a  levering-up  of  official  interest  rates  to  usurious  levels 
by  the  Federal  Reserve  Board  in  the  U.S.,  followed  by  a  similar  process 
in  Canada  by  the  Bank  of  Canada. 


Note:  FIG.  I  (from  Globe  and  Mail  of  22  Aug  84..} 
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PHASE  II:  1980-1981  -  U.S.  Federal  Reserve  Board  Levers  Interest  Rates  Up, 

The  role  of  the  Federal  Reserve  Board  in  influencing  interest  rates 
is  not  widely  appreciated.  Usually  it  is  a  low  key  operation,  reflecting 
a  variety  of  economic  factors.   But  in  the  bank  crisis  of  the  1970s  it  be- 
came a  predominant  factor.  The  FRB  accomplishes  this  by  its  manipulation 
of  the  money  supply.  As  a  Central  Bank,  adjusting  the  money  supply  to  mar- 
ket conditions  is  one  of  its  functions.  To  quote  the  Financial  Post  of 
7  July  1984:   "The  (Central)  Bank's  actions  change  the  cash  reserves  of 
the  chartered  banks  and  hence  the  money  supply."  As  with  any  commodity 
the  supply  influences  the  price  -  in  this  case,  the  interest  rate. 

The  Federal  Reserve  Board  -  and  central  banks  in  general  -  have  been 
likened  to  'marketing  boards'  of  money.   By  restricting  the  supply  of  money 
in  relation  to  the  current  market  the  interest  rate  (price)  was  levered  up 
to  the  20$  range  I 

Gerald  K.  Bouey,  Governor  of  the  Bank  of  Canada,  puts  it:  "In  1979, 
there  was  a  major  external  shock  (for  Canada):  the  U.S.  Federal  Reserve 
Board  changed  its  method  of  monetary  targeting,  focussing  on  growth  of 
bank  reserves,  instead  of  interest  rates... That  finally  produced  the  de- 
sired effect  -  the  worst  downturn  in  economic  activity  since  the  Depres- 
sion. With  it,  inflation  fell,  followed  by  interest  rates."  (Financial 
Post,  7  July  198^). 

The  U.S.  prime  interest  rate  peaked  at  21.5$  in  December  1980.  The 
prime  rate  in  Canada  followed,  cresting  at  an  incredible  22.75$  in  August 
1981.   (Bank  of  Montreal,  Business  Review,  March,  1983.) 

Further  evidence  to  corroborate  this  manoeuvre  is  to  hand.  From  the 
Edmonton  Journal  of  1  Mar  84.  we  read:   "...in  the  1970s,  the  United  States, 
Canada  and  other  western  governments  tightened  up  money  supplies  in  order 
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to  fight  inflation.  This  drove  some  big  industrial  economies  into  reces- 
sion and  pushed  up  world  interest  rates." 

Again,  in  the  Financial  Post  of  7  Jul  84-,  under  the  heading:  "A  Be- 
ginner's Guide  to  Monetary  Policy" ,.. ."The  central  play,  though,  is  the 
Bank  of  Canada,  which  through  its  operations  controls  the  cost  and  availa- 
bility of  credit". 

In  the  Financial  Times  of  9  Jul  84,  John  Budden  writes:   "The  United 
States  Federal  Reserve  Board  continues  with  its  policy  of  keeping  infla- 
tion down  by  trying  to  slow  the  economy  through  higher  interest  rates... In- 
ter national  banks... lent  long  to  lesser  developed  countries  while  borrowing 
on  a  shorter-term  basis.  These  loans  will  never  be  repaid.  And  while  they 
may  be  extended,  renegotiated  or  the  like,  everyone  who  carries  them  at  full 
value  on  their  books  is  deluding  themselves.  High  (interest)  rates  are  ne- 
cessary to  attract  funds  to  replace  those  lost  forever." 
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PHASE  III;  1981-1982  -  High  Interest  Rates  Precipitate  a  Recession  and 
Deflation, 

The  'recession'  of  1981  hardly  needs  documentation.   It  caused  econo- 
mic devastation  world-wide,  comparable  in  severity  to  the  Great  Depression 
of  fifty  years  prior.  The  linkage  to  excessively  high  interest  rates  was 
widely  noted  but  seldom  explained. 

The  strategy  of  high  interest  rates  was  deliberately  adopted  and  mana- 
ged by  the  Federal  Reserve  Board  of  the  U.S.  as  a  desperate  alternative  to 
a  far-reaching  financial  collapse.   It  worked,  at  least  temporarily,  but 
the  cost  was  great  -  the  most  severe  recession  of  the  post-war  years. 

As  a  result  economic  growth  ended. 

The  Gross  National  Product  declined:   "In  Canada,  the  1981-82  decline 
in  real  GNP  amounted  to  6.5/6  over  six  consecutive  quarters,  the  worst  by 
far  since  the  Thirties.   In  the  United  States,  even  though  the  GNP  drop  was 
not  as  steep  as  in  1974.-75  (a  2.2%  decline  in  real  GNP  versus  l&   in  1974-75) 
the  recession  started  when  resources  were  already  substantially  under-em- 
ployed."  (Bank  of  Montreal,  Business  Review  of  August  1983.) 

The  Inflation  Rate  declined  (as  measured  by  the  Consumer  Price  Index): 
The  CPI  in  the  U.S.  peaked  at  around  \l&   in  early  1980,  declining  steadily 
to  the  l&   range  in  early  1983.   In  Canada  the  CPI  peaked  around  12$  in 
early  1980,  declining  to  5.5%  in  1983. 

Profits  declined:   "Whereas  profits  normally  drop  by  some  10%  in  a  re- 
cessionary period  the  decline  last  year  (1982)  was  nearly  50%  (in  Canada). 
Furthermore,  measured  against  GNP,  1982  profits  were  at  their  lowest  rela- 
tive level  since  the  depression  years  of  the  Thirties."   (Bank  of  Montreal, 
Business  Review  of  August  1983.) 

Unemployment  increased:  "In  both  countries  unemployment  soared  into 
double-digit  territory  to  reach  post-war  peak  levels."   (Bank  of  Montreal, 
Business  Review  of  August  1983.) 
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Bankruptcies  increased:  In  1982  business  bankruptcies  in  Canada  top- 
ped near  the  1000  per  month  level.  Banks, were  not  exempt,  in  spite  of  the 


> 


interest  rate  advantage  hastily  set  up  for  their  rescue  in  1981.  The  Ed- 
monton Journal  reported  on  1  October  1983:  '"The  number  of  banks  experiencing 
difficulties  serious  enough  to  land  them  on  Washington's  problem  list  has 
grown  to  a  record  597,  officials  said  Friday.   At  the  end  of  last  year,  the 
problem  list  stood  at  369... 39  banks  have  failed  so  far  this  year  (9  months?) 
and  it  'appears  likely'  the  1983  rate  will  surpass  the  4-2  failures  recorded 
in  1982.  That  had  been  the  highest  rate  since  the  4-3  of  194-0. ".  Only  the 
most  spectacular  of  these  gained  wide  media  attention;  such  as  the  plight 
of  the  Continental  Illinois  National  Bank  and  Trust  Co. 

By  these  and  other  measures  the  on-set  of  recession  took  a  fearsome 
toll  that  afflicted  most  countries  of  the  world. 
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PHASE  IV:   1982-1983  -  Massive  Government  Deficit  Spending  by  the  U.S. 

Federal  Government,  Plus  an  Influx  of  Foreign  Investment  Funds 
Stem  the  Tide  of  Recession  in  the  U.S. 

In  any  recession/depression  there  is,  of  course,  a  loss  of  purchasing 
power  as  unemployment  grows.  A  consequence  of  the  1981  'recession'  was  the 
loss  of  purchasing  power  on  a  scale  unparalleled  since  the  1930s.  The  res- 
ponse by  western  governments  was  a  splurge  of  deficit  spending  in  the  best 
Keynesian  tradition  and  to  a  phenomenal  degree.   (Ref . :  Fig.s  2,  5,  page  10). 

In  the  U.S.  the  federal  deficit  in  1982  was  $110.6  billion  -  almost 
double  the  $57.9  billion  of  1981.  In  1983  it  nearly  doubled  again  to 
1195.4.  billion.   (U.S.  News  and  World  Report,  13  Feb  84).  At  that  point 
the  annual  deficit  constituted  a  phenomenal  6,1%   of  G.N. P.  (Ref.:  Table  I, 
page  10.) 

In  Canada  deficit  spending  by  the  federal  government  followed  a  similar 
course,  effectively  doubling  from  $12.8  billion  in  1980  to  $25.2  billion  in 
1982,  at  which  point  it  represented  7.2%  of  the  G.N. P.  (Bank  of  Montreal, 
Business  Review  of  June  1983).   (Ref.::  Table  I,  p. 10.) 

As  reported  in  the  13  Feb  84.  issue  of  U.S.  News  and  World  Report: 
"O..most  experts  believe  the  huge  deficits  helped  the  recovery  get  under 
way  toward  the  end  of  1982.  Because  the  harsh  1981-82  recession  had  weakened 
both  consumer  buying  and  business  investment,  it  was  the  excess  of  federal 
spending  that  pumped  money  into  people's  hands  and  gave  the  economy  its 
stimulus  in  1983."  (Ref.:  Fig.s  2,  3,  4,  page  10.) 

The  spending  program  of  the  U.S.  government  was  indeed  effective  in 
abating  the  economic  decline,  and  to  a  degree  in  reversing  it  in  some  in- 
stances. The  'recovery'  was  aided  and  supported  to  a  significant  degree  by 
an  inflow  of  surplus  foreign  investment  capital  attracted  by  the  high  in- 
terest rates  engineered  by  the  FRB. 
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TABLE  I 


Page       10    . 
FID.   2 


Federal  Government  Debt 

and  Deficits 

Canada 

Deficit 

%GNP 

Net  Debt         %  GNP 

($  billion) 

($  billion) 

1950 

0.2  (surpl 

JS)     1.1 

12 

68.6 

1960 

0.3 

0.9 

12 

32.8 

1970 

0.4 

0.4 

16 

20.3 

1980 

12.8 

4.3 

69 

26.2 

1982 

25.2 

7.2 

120 

34.4 

1983] 

31.2 

8.1 

151 

39.4 

19841 

28.7 

6.8 

180 

42.6 

19851 

26.6 

5.8 

207 

44.7 

1986' 

25.1 

5.1 

232 

46.0 

U.S.A. 

* 

1950 

2.2 

0.7 

225 

79.0 

1960 

0.2  (surpl 

us)    0.1 

237 

47.9 

1970 

2.8 

0.2 

285 

29.8 

1980 

59.6 

2.2 

715 

27.2 

1982 

110.6 

3.6 

929 

30.6 

19832 

194.0 

6.1 

1144 

35.3 

1984- 

197.0 

5.6 

1347 

38.3 

19852 

214.0 

5.6 

1524 

41.1 

19862 

231.0 

5.6 

1671 

43.9 

1987' 

250.0 

5.6 

1831 

46.8 

1     Minister  uf  Finance's  April   19, 

1983   Budget   projections;  net  debt 

figures  are 

calculated  based 

on  accumulating 

deficits 

2     Congressional  Budget  Office  pro 

ections  based  on  current  government  services 

being  maintained 

;  net  debt  is  calculated  by  accumulating  deficits 

The  U.S. 
Budget  Dilemma 


(The  Deficit*  in  U  S  $  Billions) 


•Years  1984-89  are  estimates  by  the  U  S  congressional 
budget  office  on  the  basis  of  no  change  in  currenl  programs 
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Canadian  Budgetary   Deficit 


nmn 


1973  76  79  82 

Facul   yens   mutiny   M.hcIi   3  1 


85 


FIG.    4 
Net  Federal  Debt 


Heading 
For  $2 
Trillion 


Total 

Public 

Debt 

(end  of 
year) 
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Sources:  TABLE  I  from  Bank  of  Montreal,  Business  Review  of  June  1983. 

FIG.  2  from  Bank  of  Montreal,  Business  Review  of  May  1984.. 

FIG.  3  from  Bank  of  Montreal,  Business  Review  of  Nov.  1984- . 

FIG.  4.  from  Bank  of  Montreal,  Business  Review  of  Nov.  1984.. 

FIG.  5  from  U.S.  News  &  World  Report,  13  Feb,  1984. 
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PHASE  V:  1983-1984.  -  Real  Interest  Rates  Continue  High  to  Cover  Anticipated 
Losses. 

interest  rates  normally  decline  in  a  recession  or  depression  as  economic  ac- 
tivity decreases  and  demand  for  funds  dries  up.   (In  the  Great  Depression  of 
the  1930s  interest  rates  approached  zero).   But  not  this  time  J  'Real'  in- 
terest rates,  as  measured  by  the  difference  between  the  inflation  rate  and  the 
nominal  interest  rate  (the  prime  rate,  for  instance)  continued  high,  reflec- 
ting the  successful  manipulations  of  the  Federal  Reserve  Board  in  the  U.S. 
(Ref.  FIG.  1,  page  4). 

Thus  was  ensured  a  continuing  basis  for  the  •bail  out1  of  the  banking 
system  through  the  substitution  of  new  high-earning  deftt  instruments  (mostly 
government  securities  -  see  also  p. 20)  for  older  and  less  productive  species 
of  debt. 

R.  E.  Harrison,  Chief  Executive  Officer  of  the  Canadian  Imperial  Bank 
of  Commerce  explained:  w  Real  investment  rates  -  the  difference  bwtween 
nominal  rates  and  current  inflation  -  are  as  high  as  five  per  cent,  vir- 
tually twice  their  traditional  level." 

Another  measure  of  the  high  and  profitable  bank  interest  rates  was  the 
difference  between  the  prime  rate  (basis  for  lending  by  the  banks)  and  the 
savings  rate  (cost  of  deposit  funds).  Reporting  in  the  Globe  and  Mail  of 
5  Jul  84,  Dianne  Maley  wrote:  ""Historically,  the  difference  between  the 
prime  and  the  savings  rate  has  been  about  2.50  percentage  points,  but  the 
financial  turbulence  of  1981  and  1982  carried  it  up  to  a  peak  of  5.25  per- 
centage points  in  January  1981,  when  the  prime  rate  was  18.25  percent... 
For  more  than  a  year  the  spread  has  held  at  4. 25  percentage  points." 

An  overview  by  John  Budden  in  the  Financial  Times  of  9  Jul  84  explains: 
"The  FRB  continues  with  its  policy  of  keeping  inflation  down  by  trying  to 
slow  the  economy  through  higher  interest  rates..." 
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PHASE  VI:   1984-1985  -  Most  Banks  are  Restored  to  Nominal  Profitability, 
but  Reserve  Requirements  against  Losses  Increase. 

The  high  interest  strategy  was  successful  in  deferring  an  apprehended 
general  collapse  of  the  international  financial  structure.   (Although  it 
was  too  little  and  too  late  for  a  number  of  individual  banks.') 

One  measure  of  the  success  of  high  interest  rates  was  written  up  in  the 
Edmonton  Journal  of  Nov  84  under  the  heading  "Canada's  Banks  Profit  Leaders:" 
"IBCA  Banking  Analysis  Ltd.,  which  rates  the  world's  major  banks,  found 
that  Canada's  six  leading  banks  showed  a  pace-setting  average  return  on 
equity  of  15.5  per  cent.  Taking  Canada's  1983  inflation  rate  of  4.9  per 
cent  into  account,  the  real  percentage  return  on  equity,  or  profitability, 
was  10.6  per  cent,  by  far  the  highest  in  the  world.  U.S.,  Japanese  and  Bri- 
tish banks  were  about  three  percentage  points  behind  the  Canadian  banks  in 
overall  profitability  with  7.9,  7.4  and  seven  per  cent,  respectively. . .The 
survey  saw  an  improvement  over  the  last  two  years  and  predicted  that  banks 
will  set  up  further  reserves  for  their  lending  to  less  developed  countries." 
Of  course  the  increased  reserves  were  simply  a  device  to  permit  faster  write-off 
of  a  huge  burden  of  non-performing  loans. 

A  contributing  factor  helping  to  support  the  American  banking  system 
was  the  drive  by  industrial  corporations  to  switch  from  bank  debt  to  share 
capital,  with  consequent  transfer  of  risk  from  the  banks  and  the  corpora- 
tions to  the  public.  For  a  time  new  share  issues  were  a  common  feature  of 
the  stock  market  scene,  although  virtually  no  new  industrial  capacity  was 
being  built.  Quoting  again  Dianne  Urqhart,  director  of  economics  at  the 
Toronto  Stock  Exchange,  as  reported  in  the  Globe  and  Mail  of  10  Mar  84: 
"During  the  1960s  and  1970s  Canadian  companies  financed  the  bulk  of  their 
capital  spending  with  debt.  While  share  capital  raised  over  the  past  12 
months  has  gone  to  pay  down  that  debt  and  build  up  the  equity  base,  many 
companies  must  improve  their  positions  further." 
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As  a  planned  consequence  of  the  greatly  improved  situation  of  the 
banks,  reserves  were  officially  increased  against  the  huge  debt  burden 
still  threatening.  Under  the  heading  "Rules  are  Toughened  on  Loan  Re- 
serves" Martin  Mittelstaedt  reported  in  the  Gobe  and  Mail  of  13  Nov  84.: 
"The  Inspector-General  of  Banks  (for  Canada)  has  issued  tougher  guidelines 
on  creating  reserves  for  dubious  Third  World  loans,  a  move  that  could  add 
hundreds  of  millions  :of  dollars  to  bank  loss  provisions.  Financial  institutions 
could  be  making  reserves  equal  to  15  per  cent  of  their  total  loans  to  troub- 
led countries  over  the  next  three  years,  cq'jnpared  to  a  level  of  10  per 
cent  that  had  been  expected  earlier. .  .Banks  have  an  estimated  t24.-billion 
at  stake  to  the  32  Third  World  borrowers  for  which  reserves  are  required. 
This  suggests  that  in  a  worst  case  write-offs  could  hit  about  $1.2-billion 
annually  over  the  next  few  years.  That  would  add  substantially  to  bank 
loss  experience,  which  is  running  at  a  yearly  rate  of  $2-billion  at  the 
five  majors. ..Regulators  around  the  world  are  urging  lenders  to  prepare  for 
hard  times  just  in  case". 

The  same  source  (Globe  &  Mail)  reported  on  20  Dec  84.:  "Tougher  re- 
serve rules  may  chop  banks'  profit".   "Major  banks  could  have  to  set  aside 
amounts  totalising  half  their  profits  in  1985  and  1986  to  meet  federal 
Government  guidelines  to  create  reserves  for  potential  loan  losses  in  the 
Third  World... The  reserves,  which  must  equal  between  10  and  15  per  cent 
of  their  total  exposure  to  the  group  (32  countries),  have  to  be  created 
by  ©ctober,  1986... Mr.  Ma  said  some  European  banks  have  been  setting  aside 
from  15  to  25  per  cent  of  their  problem-country  exposures." 

The  ultimate  underwriters  for  bank  losses  are,  of  course,  the  citizens 
of  those  countries  where  the  banking  system  is  in  jeopardy  and  must  be 
rescued  by  the  bail~-out  strategy. 
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PHASE  VII:  1984-1985  -  The  Underlying  Financial  Crisis  Continues  Un- 
resolved; .just  Deferred. 

Much  has  been  written  about  the  'debt  time  bomb'  represented  by  the 
foreign  debt  owed  by  the  Less  Developed  Countries  (LDCs)  to  western  in- 
dustrial nations.   It  is  commonly  described  in  the  media  in  such  terms  as: 
"...global  finances  are  in  terrible  condition  -  a  financial  house  of  cards 
that  could  easily  come  tumbling  down...",  quoting  Morris  Miller,  the  World 
Bank  executive  director  for  Canada,  in  the  Edmonton  Journal  of  17  May  1983. 
Foreign  debts  are  by  no  means  the  only  source  of  concern,  but  for  the  record 
the  following  are  recent  'stats'  on  that  sector. 

As  reported  in  the  World  Press  Report  of  August  1984:   "The  accumulated 
debt  of  the  developing  countries — more  than  £770  billion  according  to  the 
latest  estimates — represents  the  central  problem  of  the  world  economy  today., 
Despite  austerity  measures,  the  combined  debt  of  the  OIDCs  (oil- importing 
developing  countries),  particularly  in  Africa  and  Latin  America,  has  in- 
creased from  $633  billion  in  1982  to  $699  billion  in  1983,  and  is  expected 
to  rise  to  $711  billion  in  1984.  Moreover,  it  is  growing  more  rapidly  in 
1984  than  it  did  in  1983... the  total  debt  of  the  major  borrowers  and  the 
OIDCs  continues  to  grow  (the  latter  is  expected  to  reach  $1  trillion  by 
1987)..." 

From  another  source:  "The  most  pressing  problems  for  North  American 
banks  are  in  the  Latin  American  region. . .Exposure  to  the  three  largest  bor- 
rowers in  Latin  America. . .average  for  Canadian  banks,  is  94  per  cent,  well 
below  the  figure  of  110  per  cent  for  major  U.S.  lenders."   (Globe  and  Mail 
of  19  March  1984.) 

Virtually  all  major  banks  faced  exposure  to  potentially  non-performing 
debts  beyond  their  equity  capital.   "Citibank,  for  example,  has  loans  total- 
ling $7<.7  billion  to  these  two  countries  (Brazil  and  Mexico),  160  per  cent 
of  its  equity  (share)  capital".   (Morris  Miller,  in  the  Edmonton  Journal  of 

17  May  83). 
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A  somewhat  different  view  of  the 'dilemma  of  US  and  Canadian  finance 
was  posed  by  Douglas  J.  Tigert  in  the  Financial  Post  of  30  Jun  84:  "Which 
is  the  more  serious  problem  -  a  US  $1.6  trillion  federal  debt  in  the  U;S.  or 
a  US  $700  billion  international  debt  of  less  developed  countries?.. .The 

magnitude  of  the  problem,  in  all  LDCs  together  pales  by  comparison  with 

r 

the  size  of  the  U.S.  domestic  federal  debt  of  US  $1.6  tillion. . .The  action 

of  the  U.S.  Federal  Reserve  in  response  to  the  run  on  Continental  (bank) 
was  swift  and  massive.  About  US  $7.5  billion  was  committed  to  a  bank  which 
had  only  US  $2  billion  in  equity.  All  deposits  were  guaranteed. . .As  the 
smoke  cleared,  it  became  clear  that  no  major  bank  in  either  the  U.S.  or 
Canada  will  be  allowed  to  fail.  Thus,  while  a  number  of  the  large  banks 
on  both  sides  of  the  border  are  exposed  to  a  default  by  the  LDCs,  their 
deposits  will  be  guaranteed  to  any  level — by  the  Federal  Reserve  in  the  U.S. 
and  the  Bank  of  Canada  here.  The  Federal  Deposit  Insurance  Corp.  in  the 
U.S.  is  no  longer  the  key  guarantor.  Thus,  the  strength  of  the  banks  is  & 
function  of  the  strength  of  the  economy  itself." 

So  the  banking  system  of  the  U.S.  -  the  keystone  of  the  national  and 
even  the  world  financial  structure-  may  survive  -  must  survive  -  this  crisis 
with  massive  federal  intervention.   But  other  sectors  of  the  economy  cannot 
be  so  protected  and  guaranteed. 

Agriculture  is  one  such  sector.  Beset  by  commodity  gluts,  shrinking 
markets,  falling  prices,  declining  real  estate  values,  high  interest  rates 
and  an  over-burden  of  debt  (in  U.S.  over  $200  billion  in  1984,  from  some 
$70  billion  in  1974)  the  farm  scene  is  acknowledged  to  be  a  major  disaster 
area.  Of  some  650,000  full  time  farmers  in  the  U.S.  as  many  as  200,000 
face  ruin  -  some  30$  of  them.  Many  have  already  succumbed.   (Ref . :   cover 
stories  in  Time  Magazine.  18  Feb  857  and  Newsweek  Magazine,  18  Feb  85.) 
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In  Canada,  according  to  Don  McGillivray,  Business  Editor  for  Southam 
Newspapers,  in  the  January  1985  issue  of  Legion  Magazine:  "The  fastest 
growing  crop  down  on  the  farm  (is  debt)."  Further?  ""The  growth  of  farm 
debt  has  been  explosive.   In  1971,  the  total  in  Canada  stood  at  $4-. 6  billion, 
Ten  years  later  it  was  $17.4.  billion.  And  a  new  survey  by  the  federal  Farm 
Credit  Corporation  shows  it  at  $20.7  billion". 

Another  commentator,  Ronald  Anderson,  writing  in  the  Globe  and  Mail  of 
21  Dec  84.:   "Farmers  are  experiencing  worst  times  since  the  30s". 

There  is  no  need  to  belabour  the  point.   It  is  getting  a  great  deal  of 
media  attention,  including  cinematic  dramas  on  the  trauma  of  the  bankrupt 
farmer.   (Now  thats  capitalizing  on  calamity, in  the  Hollywood  tradition). 
-J-n  the  agricultural  sector  the  'recession'  is  being  called  by  its  right  name: 
'  Depression'  '. 

So  the  over-all  process  threatening  to  upset  the  financial  apple-cart 
in  the  U.S.  is  the  growth  of  debt  in  all  sectors.  From  the  US  News  and 
World  Report  of  21  May  84.,  under  the  heading  "Americans  -  $6  Trillion  in 
Debt  and  Sinking  Deeper"  we  read:  "Total  public  and  private  debt  rose  by 
$600  billion  last  year  to  more  than  6.2  trillion  dollars  at  the  end  of  1983". 

The  thrust  of  'Reagonomics'  has  been  to  protect  the  majority  holders 
of  debt  claims,  thus  delaying  the  day  of  reckoning,  but  steadily  increasing 
the  scale  of  the  ultimate  denouement. 

Now  (1984)  the  total  American  debt  structure  -  the  accumulation  of 
all  kinds  of  debt  (credit)  -  has  reached  the  $7  trillion  level.   It  is 
growing  exponentially  -  accelerating.  It  has  long  lost  any  relationship 
to  physical  growth  and  the  operation  of  the  economy. 

Validation  of  this  ediface  of  debt  appears  impossible;  its  repudiation  in- 
evitable. Economists  generally  (those  pathologists  of  debt)  still  seem  re- 
luctant to  acknowledge  that  they  may  soon  have  a  bankrupt  economy  on  their 

hands. 
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PHASE  Villi  1984-198?  -  Recovery  -  a  Transient  Illusion? 

The  rhetoric  of  President  RonaH  Reagan  and  others  would  encourage 
a  general  belief  in  a  solid  and  continuing  recovery  in  the  U.S.,  with 
great  days  ahead  -"a  2nd  American  revolution"  -  answering  a  call  to 
greatness,  etc.  But  it  is  not  seen  that  way  by  others.   In  fact  it  is 
being  described  in  such  terms  as  "an  illusion" 0 

The  Calgary  Herald  of  13  August  1984.  reported  on  the  Couchiching 
Conference  of  12  August  1984:  "Beigie,  Chief  economist  at  Toronto-based 
Dominion  Securities  Pitfield  Ltd.  and  formerly  with  the  CD.  Howe  Institute, 
accused  President  Ronald  Reagan  of  'diddling  the  system'  to  create  temporary 
economic  relief  in  pre-election  months.   'The  U.S.  has  sucked  dry  all  the 
loanable  funds  of  the  rest  of  the  world  to  finance  its  deficit',  he  said. 
Reagan  has  practised  'economic  imperialism  of  the  worst  kind'  to  get  re- 
elected, Beigie  said." 

And  according  to  the  Bank  of  Montreal  Business  fteview  of  Jan. /Feb. 
1984.:  "...in  the  industrial  world,  the  recovery  in  1983  was  almost  ex- 
clusively a  North  American  affair." 

It  is  not  usually  in  the  nature  of  business,  politics  or  finance,  in 
this  Price  System,  to  put  all  the  cards  on  the  table  in  any  situation. 
That  would  be  to  lose  the  competitive  edge,  the  survival  advantage.   It 
remains,  then,  for  independent  analysts,  if  there  be  such,  to  sort  the  evi- 
dence and  integrate  the  picture.  This  has  been  attempted  in  this  write-up. 

Some  of  the  public  confusion  in  understanding  contemporary  trends  has 
been  deliberately  induced,  via  the  media,  by  propagating  myths,  by  inversion 
of  cause  and  effect,  by  various  techniques  of  omission  and  commission  in 
reporting  a  situation. 

One  such  myth  is  the  constant  claim  on  the  part  of  business  that 
government  deficit  spending  is  'crowding  out'  new  capital  investment  by 
business.  This  is  an  'inversion'  of  the  facts,  indeed1.  The  recession 
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of  1981  in  the  U.S.  found  business  and  industry  with  huge  over-capacity, 
resulting  in  a  period  of  'negative  growth'.  Naturally  business  responded 
with  extreme  restraint  in  spending  on  wages,  salaries,  capital  projects, 
etc.  Government  spending  partially  filled  the  resulting  gap,  supplying  both 
purchasing  power  for  the  market  place  and  a  market  for  idle  bank  funds  to 
be  loaned  to  the  government  at  profitable  interest  rates. 

The  facts  in  the  case  for  Canada  were  set  forth  by  Bruce  Little  in 
the  Globe  and  Mail  of  28  Nov  84.:  "The  council  (the  Economic  Council  of 
Canada)  said  the  federal  and  provincial  governments  in  Canada  'took  the 
lion's  share  of  new  issues  in  the  early  1980s... In  1980,  the  federal 
Government  accounted  for  4.6  per  cent  of  net  new-bond  issues  to  the  public, 
while  provinces  accounted  for  4-1  per  cent  and  corporations  only  9.5  per  cent. 
Two  years  later,  the  federal  share  dropped  to  38  per  cent,  while  the  pro- 
vincial take  rose  to  57  per  cent  and  the  corporate  share  of  issues  dwindled 
to  1.2  per  cent.. .During  the  early  1970s,  the  Council  said,  corporate  issues 
accounted  for  over  40  per  cent  of  borrowings.. . 'Does  this  indicate  that 
(governments)  crowded  out  the  private  sector  from  financial  markets  in  recent 
years?.'  Or  did  they  only  move  into  an  area  vacated  by  corporitions  suffering 
from  the  recession?" 

As  Howard  Scott  put  %t  back  in  the  Depression  of  the  1930s  (paraphrased) r 
"If  private  enterprise  cannot  undertake  the  necessary  debt  creation  to  sustain 
the  economy,  it  is  only  just  and  meet  that  governments  do  it  for  them." 
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CONCLUSION 

The   'big  bank  bail-out'   presented  here  turns  out  to  be  not  just  the 
bail-out  of  a  few  corporations,   or  even  an  institution.      It  is  the  bail-out 
of  an  entire  system  -  the  Price  System  of  economic  operation. 

One  must  conclude  that  the  so-called    'recession'    of  1980-81  was  not 
just  another  oscillation  of  the  economy  comparable  to  the  periodic  down- 
turns of  the  post-war  years    (1958,   1961,  1970,  1975,   in  the  U.S.).     It  was 
an  economic  water-shed  1 

The  1980s  are  witnessing  the  on-set  of  a  depression  comparable  to  the 
events  of  1929  and  the  1930s.      It  has  been  characterized  this  time  by  the 
'macro-intervention'    of  the  federal  governments   in  respect  to  interest  rates 
and  deficit  spending.     A  period  of  deflation   (or  more  accurately,   dis-infla- 
tion)  and  economic  stagnation  has  begun,   terminating  the  surges  of  growth  of 
prior  decades   (1957,   1960,1969,  1973,   in  the  U.S.). 

Such  an  historic  turning  point  is  not  readily  acknowledged  even  when 
it  becomes  apparent.  But  Canadian  economist  Seymour  Friedland  hints  at  it 
in  the  Globe  and  Mail  of  30  Jan  85r  "There  are  some  very  scary  scenarios 
that  can  be  developed. ..Historians  may  well  view  1981  and  1982,  the  years 
of  incredibly  high  interest  rates,  in  much  the  same  way  as  they  view  1932 
and  1933 >  the  years  when  almost  25  per  cent  of  the  non-agricultural  labor 
force  was  unemployed.     Bad  years,   so  bad  as  to  be  unique." 

Like  a  Greek  tragedy  it  appears  the  North  American  Price  System  must 
be  played  out  to  its  appointed  end.      If  there   is  an  alternative  plan  -  an- 
other script  -  it  has  not  been  revealed    by  present  incumbents  of  office. 

The   final  scene,   no  doubt,  will  see  the    'Emergency  Measures'    organi- 
zations and  procedures  invoked,   as  provided  for  by  law,   by  both  the  U.S. 
and  Canada,    in  concert,    to  counter  encroaching  chaos  and   collapse.  This 
would  at  least  ensure  basic  physical  survival  for  a  period. 
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Whatever  the  specifics  of  transition,  America  will  face  major  social 
change.  The  financial  convulsion  described  in  this  paper  is  but  a  symptom 
of  the  more  basic  economic  forces  at  work.  They  stem,  basically,  from  the 
inexorable  advance  of  science  and  technology,  in  America  especially.  These 
forces  are  continuing,  even  accelerating,  today. 

America's  physical  economy  of  potential  abundance  cannot  be  operated 
by  a  Frice  System  based  on  ever-diminishing  man-hours  of  gainful  employment 
and  the  values  of  a  scarcity  economy. 

If  we  are  spared  a  major  war,  social  change  of  an  enduring  and  suc- 
cessful nature  can  take  only  one  direction  and  destination:   the  abandon- 
ment of  a  bankrupt  Price  System  entirely,  and  the  installation  of  a  North 
American  Technate  -  a  TECHNOCRACY. 

The  Encyclopedia  Americana  conceded  the  issue  in  the  following  terms: 
"Technocracy:   one  must  fairly  say  that  it  is  the  only  program  of  social 
and  economic  reconstruction  which  is  in  complete  intellectual  and  techni- 
cal accord  with  the  age  in  which  we  live." 


16  March  1985. 
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A  Note  on  Central  Banks 


Central  Banks  such  as  the  Bank  of  Canada  and  the  Federal  Reserve  Board 
of  the  U.S.A.  are  not  "banks'  in  the  conventional  sense.  Unlike  commercial 
banks,  they  do  not  lend  money  with  the  primary  intention  of  making  a  profit. 
Rather  they  are  devices  of  control  and  administration,  to  regulate,  in  cer- 
tain aspects,  the  operations  of  conventional  banks,   (However  these  func- 
tions have  returned  a  tidy  net  revenue  to  the  Receiver  General  for  Canada, 
amounting  to  1.7  billion  in  1983,  for  instance.) 

Central  banks  serve  as  a  reservoir  of  bank  funds  (and  government  de- 
posits) which  are  then  'metered'  to  regular  banks  as  economic  circumstances 
dictate.  As  mentioned  earlier  in  this  paper  they  act  as  'marketing  boards' 
to  the  financial  community. 

Governments  must  go  to  the  'market'  to  borrow  money  -  i.e.  to  banks, 
institutions,  businesses  and  individuals.  Such  lenders  then  hold,  in  re- 
turn, government  securities  of  various  kinds  and  terms,  the  nature  and  quen- 
tity  of  which  are  managed  by  the  Bank  of  Canada  on  behalf  of  the  government. 

In  Canada,  for  instqnce,  the  Bank  of  Canada  is  charged,  by  law,  with 
the  responsibility  for  regulating  "credit  and  currency  in  the  best  interests 
of  the  economic  life  of  the  nation".   It  is  enabled  to  "determine  the  total 
amount  of  cash  reserves  available  to  the  chartered  banks  as  a  proup  and  in 
that  way  to  influence  the  level  of  short-term  interest  rates... A  decrease 
in  cash  reserves  tends  to  cause  short-term  interest  rates  to  rise... an  in- 
crease in  cash  reserves  would  put  downward  pressure  on  interest  rates.  Con- 
trol of  interest  rates  thus  provides  some  control  over  the  growth  of  the 
money  supply." 

"There  are  two  methods  by  which  the  Bank  of  Canada  can  alter  the  level 
of  cash  reserves  of  the  chartered  banks.  The  technique  employed  more  often 
is  the  transfer  of  government  deposits  between  the  central  bank  and  the 
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chartered  banks.  The  second  method  is  the  purchase  or  sale  of  government 
securities." 

"The  basic  principle  it  relies  upon  to  do  this  is  that  the  money  sup- 
ply should  grow  along  a  path  capable  of  accommodating  the  maximum  rate  of 
real  growth  consistent  with  continued  movement  toward  the  goal  of  price 
stability." 

It  appears  the  central  banks  modified  this  principle  when  they  engi- 
neered the  1980-81  interest  rate  hike.  No  longer  did  they  giver  precedence 
to  'accommodating  the  maximum  rate  of  real  growth',  but  rather  used  the 
control  of  interest  rates  and  money  supply  to  counter  the  physical  growth 
rate,  thereby  reducing  inflation  and  giving  precedence  to  'price  stability'. 
The  revised  principle  might  read:   that  the  money  supply  should  be  adjusted 
for  price  stability  whatever  the  consequent  'real  growth',  positive  or  nega- 
tive. 

•*-his  revised  'basic  principle',  unannounced,  was  invoked  in  Canada, 
following  the  initiative  of  the  U.S.  Federal  Reserve  Board, in  a  co-ordinated 
effort  to  control  inflation  in  the  interest  of  saving  the  banking  system 
from  an  impending  crisis,  as  explained  earlier  in  this  paper. 


(Quotations  are  from  Canada  Year  Book  1980-81.) 
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(415)334-3733 
55  CHUMASERO  DRIVE  #7E 
SAN  FRANCISCO,  CA  94132 

April  9,  1985 
HI,  Walt: 

My  two  cents  for  whatever  it  is  worth. 

The  bottom  line  in  our  economy  today  is:  "the  change 
in  the  time  rate  of  doing  work," 

What  makes  this  recession/depression  of  such  a  mag- 
nitude? Because  we  have  not  gotten  over  the  Great 
Depression  of  the  1930s.  WE  have  constantly  built 
on  it  in  a  sense.   That  is  because  a  large  quanity  of 
the  population  cannot  be  gainfully  employed,  we 
have  yearly  "put  money  down  the  drain"  in  order 
to  keep  some  semblance  of  a  viable  economy.  The  con- 
stant growth  of  debt  and  the  constant  growth  of 
the  use  of  non-human  energy  make  the  current  situation 
what  it  is.  As  we  put  in  more  automation,  computers 
and  robots,  the  situation  must  worsen.   That  is  the 
bottom  line,  "the  change  in  the  time  rate  of  doing 
work. " 

Cheers, 

P.S.  By  separate  mail,  I  am  sending  you  a  cassette 
tape  of  a  talk  I  gave  here  March  17,  1985.   I  would 
like  to  know  what  you  think  of  it. 
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I  I  353-A 
TECHNOCRACY 


TO: 


INC. 

Ron  Morgan,  Saskatoon,  Sask. 


21  March  1985 


Herewith  a  copy  of  a  paper  that  I  felt  compelled  to  write,  summarizing 
qnd  clarifying  recent  economic  trends  (1970s  and  on),  as  I  see  them,  I  had 
collected  a  lot  of  evidence,,  some  of  which  is  quoted  and  accredited  in  the 
paper.  The  thesis  of  the  paper  is  that  there  was  indeed  a  crisis  and  near 
collapse  of  the  international  banking  system  culminating  in  the  1981  're- 
cession', and  that  the  'rescue'  was  achieved  by  the  huge  interest  rate  hike 
that  reached  its  peak  in  1980  and  1981.  Thus  the' Big  Bank  Bailout'.  The 
evidence  seems  convincing,  hit  I  have  yet  to  see  the  bald  admission  that 
this  is  what  happened.  I  would  appreciate  any  corroboration  of  this  thesis 
along  with  other  comments  as  you  see  fit.         >  J     aj^    jQ, ' 

Walt  Fryers.  ' 
Ron:   This  has  taken  a  lot  of  time  and  work  lately.   I  should  now  have 
a  chance  to  reply  to  your  last  communication,  wf. 


Address:  11353  A,  Technocracy  Inc.,   #307,  8540  109  si.,  Edmonton,  Alta.  T6G  1E6 

fiv  »Ut«mrnt  of  policy  (hall  be  binding  upon  the  organisation  unlcw  laiued  from  clntlncntal  Headquarter*  of  Technocracy  Inc. 
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I  I 353-A 
TECHNOCRACY 

INC. 


21  March  1985 


TO: 


Herewith  a  copy  of  a  paper  that  I  felt  compelled  to  write,  summarizing 
qnd  clarifying  recent  economic  trends  (1970s  and  on),  as  I  see  them.   I  had 
collected  a  lot  of  evidence,,  some  of  which  is  quoted  and  accredited  in  the 
paper.  The  thesis  of  the  paper  is  that  there  was  indeed  a  crisis  and  near 
collapse  of  the  international  banking  system  culminating  in  the  1981  're- 
cession', and  that  the  'rescue'  was  achieved  by  the  huge  interest  rate  hike 
that  reached  its  peak  in  1980  and  1981.  Thus  the' Big  Bank  Bailout'.  The 
evidence  seems  convincing,  but  I  have  yet  to  see  the  bald  admission  that 
this  is  what  happened.   I  would  appreciate  any  corroboration  of  this  thesis 
along  with  other  comments  as  you  see  fit.         ,   |  tjj^    _^X-r---T 

Walt  Fryers.   ' 


Address:  11353  A,  Technocracy  Inc.,   #307,  8540  109  St.,  Edmonton,  Alta.  T6G  1E6 

Nc  stoltmrnt  of  policy  *h»ll   be  binding  upon  the  organization  unless  Iwued   from  Continental  HcadQuartera  of  Technocracy   Inc. 
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"1061     vg.      19*19" 
A  Comparison     of     Crises: 
Then     and     Now. 

The   economic  crisis  of  1961,    still   continuing,    has  been  compared 
(and  reasonably  so)  to  the  market  crash  of  19^9  and  the  ensuing  econo- 
mic collapse  of  the  1950s.     Technocrats  in  particular  qre  watching 
current  developments  with  intense  interest,    for  upon  these  trends  will 
depend  Technocracy's  role  as  the  future  unfolds. 

There  are  interesting  parallels,    although  making   close   comparisons 
between   such  widely   spaced  perioas  of  history  is  risky  and  projecting 
the   future  on  them  is  necessarily  speculative. 

Some  of  the  more  obvious  parallels   can  be  noticed  in   cultural 
aspects.      Such  ones  that  might  be   noticed   include:     renewed   interest 

in  family  life  ana   home   entertainment;   big  orchestras;   touch  dancing; 

b 

hats  for  men;   musicals  in  cinema;    flampuyant  religious  cults  catering 

to  the  affluent;  bread-lines  (now  culled  food  depots);  double-breasted 
suits;  lon^  skirts;  and  so  on.  Then  as  now,  observe  the  invocation  of 
the    'Communist  bofeey'   to   counter  every   stirring  of  social  dissent. 

Put  these  are   superficial   symptoms  of  more  fundamental   conditions. 
The  underlying  parallels  are  less  obvious  but  far  more   significant 
and   portentious.      They  pertain  to  the  basic  operation  of  the    'dollar' 
economy  -  the  Price    System  itself. 

Two   such  features,    common  to  19*c9  and  19B1,  may     be   cited. 

First,    a  bank   (credit)    collapse  of  world-wide  dimensions.     The 
present  banking  crisis  is  less  obvious  at  this   stage  than  that  of  the 
early  1950s  when  the  U.S.    government  imposed  a  bank   holiday  and  a  mora- 
torium on  debt   settlements.      Nowadays  the  response  is  called    're-schedu- 
ling'  and    're-structuring'   of  critical  aebt  situations,   along  with 

v* 

federal  goernment  intervention  by  way  of  guaranteeing  deposits  and 
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depositors  and    stockholders  and   various  enterprises  with  a  variety  of 
government-backed  programs. 

The   secona   feature  is  the  abrupt  reversal  of  a  period  of  growth 
and   inflation  into  a  period  of  stagnation  and  deflation  (better  termed 
•disinflation* at  this   stage). 

The  I9k:9    'crash'    was  an  uncontrolled  collapse  on  a   scale  for  which 
there  was  little  precedent  and      no  preparation.      In  contrast,   the  1981 
'recession'   wms  e    controlled   collapse,    with  many    'safety   nets'    in  place 
ann    sophistic;-. ted  man.'  gement  techniques  by  governments,    central  banks, 
business,   ano   oven   cultural   institutions.      The  result   has  b^en  a   virtual 
'cover-up'   of  the  true  dimensions  of  the   collapse. 

The  ameliorative  measures  taken  this  time  include  unprecedented 
governmental  deficit   spending  to   support  the  economy,   plus   historically 
high  interest  rates   to  bail  out  the  banks.      (See  article  titled:     The 
Pig  Pank  Fail-out.) 

In   spite  of  these  adaptive  measures  the  debt  structure  is  still 
in  jeopardy,    increasing  daily.      Vtorld  trade   has  falteredj   unemployment 
and   insecufci'fcy  proliferate.      Political   and   social  instability  £,re  taking 
their  toll  in  many  countries.     The  catalog  of  adversities  continues  to 
grow,   even  while  th^  pollyanna   words  of    'renewed   growth'    and    'better- 
days-to-come'   pour  out  a   smothering  obligato  to  mask  the   sounds  of  reality, 

A  better  appreciation  of  the  comparison  between  19«c9   and  1981  will 
follow  from  a  look  at  the  time   scale  of  the  two   situations. 

It  was   not  until   about  193;:/1935  that   new  economic  thinking  be^an 
to  make  a   significant  appearance.     That  was  3  to  4  years  after  the  crash 
of    '£9,      Some  will  remember  the  impact  of  the  Douglas  Theory  of   Social 
Credit;    the  radical    Socialists  of  Saskatchewan;    Father  Coughlan's   Social 
Justice  and  the  Towns^nd  Plan  in  the  U.S.,   to  mention  a  few. 
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At  about  the   same  time   toward  Scott  and  his  presentation  of   "Techno- 
cracy'  made  a  meteoric  appearance  in  the  press  of  193k;,    to  be  followed 
by  the  formal  membership  organization  in  1933, 

But  it  was  not  until  well  into  the    '30s  that  old  line  governments 
began  to   fall.      Social   Credit  took  over  te   Alberta  in  193b  j   the  Farmer- 
Labour  party   (later  the   CCF)   in  Saskatchewan  in  1934}    Roosevelt  and  his 
Democratic   New  Deal  took  over  from   Herbert   Hoover  in  1951:;    and  -Mofonaic 
King  and  the  Liberals  toppled  R.   B.    Bennett   and   his  Conservatives  in 
Canada  in  1935.      These   changes  took  up   to   about   six  years  aov/n  the  road 

from  19£9J 

By  the  mid-'oOs   the  better  pfrt  of  a    generation  of  youth  was   side- 
lined,  discouraged   and   looking  for  answers.      Changes  in  government  seemed 
to   accomplish  little.      The   economy  showed  little  response.      It  was  at 
this   stage  that  Technocracy  began  to   take  off,    growing  mightily  until 
overwhelmed  by  VOrld   War   II  and  its  aftermath. 

The  19bl  recession   (depression?)    is   now  over  3  years  old.      So  far 
the   progression  toward   social  and  political   and  economic  instability  appears 
to  be  §lower  than  the   19k:9   counterpart,   perhaps  because  we  have  farther 
to  fall.      But  remember,   at   best   it  takes  perhaps  five  years  to   generate 
basic  re-thinking  on  a   large    scale,   and  as  much  as  ten  years  to  accumulate 
a  generation  of  deprived  youth. 

It  is  doubtful   that  the   course  of  events  will,    in  future,   closely 

parallel  those  of  the    '30s,      Deficit   spending  seems  already  to   have  loat 

credits bility  as  an  emergency 

measure,  as  it  passes  the   §Jd00  billion  per  annum  rate  in  the  U.S. 

and  $50  plus   billion  in  Canada.      That  option,    so   helpful   in  the    '30s 

under  Keynesian  tutelage,    is   a   weak   reed  to  lean  upon.      The  principal 

new  innovation  of  contemporary    •Reaganomics'    has  been  the  manipulation 

of  interest  rates  in  the  U.S.   to  historic  highs  to  stabilize  the 
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banking  structure.      The  by-products  of  this   strategy  have  been  devas- 
tating to  fcther  countries  end  to  various   sectors  of  the  domestic  eco- 
nomy,   such  as  agriculture.      (In  the  uncontrolled   environment  of  the 
1930s  interest  rates  declined   steadily  toward   zero  in  response  to  a 
sea  of  liquidity  ana   economic   stagnation.) 

Another  distinguishing  feature  of    'Rea^anomics'    has  been  the 
•trickle  down1   technique,   which  emphasizes     the  protection  end   support 
of  values  and  property  at  the  top  end  of  the  economic   scale  and   neg- 
lect of  the  bottom  end.      They  may  ensure,    in  some  degree,    short-term 
stability,   but  may   not  prevent  long-term  instability  as  unemployment 
and   insecurity  become  the  lot  of  increasing   numbers  of  the  disadvantaged, 

One  over-riding  and   redeeming  feature  of  contemporary  economic 
management   is  that   it   has   supported,    even  accelerated,   technological 
and   scientific  development  in  many  directions.      This  will  move  our 
physical  economy  to   new  efficiencies  and   capacities     which  will,    some 
day,    help  to  usher  in  a    new  age  of  material   affluence. 

To   recapitulate,    the  1981    'recession'    appears  to   have  been  an 
historic  inflection  point;      comparable  in  important  ways  to  19ii9,      It 
marked   the  end  of  an  era  of  world-scale   growth  and  inflation,    culmina- 
ting  in  1981  with  the  onset  of  an  era  of  wide-spread   stagnation  and 
depression.      (l-Vidence  to   corroborate  this  conclusion  can  be   had  from 
many  sources  and  will   be   further  documented   in  subsequent  ceviews.) 

As  in  19Jd9,   there  is  a  lingering  reluctance  to  recognize,  or  at 
least  to  publicly  acknowledge,  this  significant  event.      So  the   'con' 
game   continues  with  the   illusion  of  normalcy  and  the  march  past  of 
HI,    LO  and   CLOSE  of  the   stock  markets. 
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The     implications  of  this  inflection  point  are  enormous.     There 
is  now  no  turning  back,    no  restoring  the  economic  status  quo  of  the 
prior  decades.     The  Price   System  and  its  institutions  are  mortally  ill. 
The  continuing  crisis  will  have  to  be  met  by  drastic  measures  which 
cannot  be  anticipated  in  detail  at  this  time,      (S  uch  a  measure  was 
the  run-up  of  interrr:t  rates   to   the  k.0%  range  in  1980/B1),      New 
social  arrangements  will   emergp,    as  unstable  and  disruptive   social 
conditions  force  raciical   interventions  by  governments,   despite  rhetoric 
to   the   contrary,      'Crisis  management'    -   a.  recently  coined   term  -  will 
find    new  fields  to   conouer.      The  end-product,   in  due   course,    will  be 
major   social   change. 

For   North  America,    if  we  are   spared  a  major  war,    such  change  will 
eventually  entail   the   production  and  distribution  of  an  abundance  of 
goods  and   services  for  all   citizens  -   in  a  word,   a  Technocracy  ,' 


walter  Fryers, 


k.0  January  1985, 
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New  Address. 


3719   C   49th   St   NW      #302 
Calgary,    Alberta 

T3A    2E3 
Phone   286-0591 


11 451 -a 
TECHNOCRACY  INC. 


Prairie  Area   News 


Feb.    2,    2985 


Greetings   Walt: 

Thank   you   for  sending  your  latest,    very  interesting  and   timely   contribution 
"A  comparison  of  Crisis .. ."   Of  course  it   will   come  out   in  one  of  the 
magazines .      I  had  a   few  members  over  for  dinner  and  meeting  last   Wednesday . 
I  read  your  paper   to   them  and      they  were  impressed.      Oscar  wanted  a   copy 
right  now".      Next   day  Helen  ran  a   couple  off  forOscar  and  one  for  herself. 
Helen  also  has  a    talent   for   writing  on   subjects  relating   to   Technocracy. 
They  are  mostly  for  her  family  and  coleagues . 

The  fractured  wrist   has   taken  a   big   toll   in   energy  and  my  precious   time. 
Not   sure  I  shall    ever  catch   up.    Paper  work  is  piled  high. 
Next   week  I  move   to  another  address.      The  new  location   is  more  central. 
Shopping  center  across   the  street. 

As   soon  as  I  am  settled    (not   sure   yet)      I  shall   make   that   trip  to  Edmonton. 
In   the  meantime  everything  is  done  in  a   hurry  including   this   letter.    Just 
had   to   let   you  know  how  much  we  appreciate  having  you  as   a  member  in  our 
area.      Please  do   write  more.      Don't   waste   that   talent. 

Convey  warm  regards   to  Edith  and   the  other  members. 


Yours   for  a   better  world 


Bonnie  Gebhardt 


Nop 
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C  H  Q 
TECHNOCRACY 


INC. 


to:     Walt  Fryers,  1135 3-A 
Edmonton,  Alta 


January  30,  1985 


subject:  MS:  "19  29  vs  1981" 

1.  Your  Ms  was  read  and  reviewed  by  the  staff  at  CHQ.   The  consensus 
was  that  additional  effort  should  be  put  into  the  article. 

2.  The  main  thrust  of  the  article  was  the  similarity  of  events  of  1929 
and  1981.   CHQ  felt  that  the  conditions  you  point  out  in  the  Ms  are 
okay  but  that  there  are  many  conditions  that  exist  today  that  have 
a  far  greater  potential  impact  on  the  soial  structure.   As  Tech- 
nocracy points  out  physical  events  are  unidirectional  and  irrevers- 
ible.  A  few  of  the  conditions  are: 

1.  The  deteriorating  infrastructure. 

2.  Pollution 

3.  Salination  of  prime  farm  lands 

4.  Increase  in  population,  at  least  twice  as  great  as  in  1929. 

5.  Depletion  of  essential  resources  (see  Price  System  Bind). 

6.  Threat  of  nuclear  war. 

7.  Lowering  of  health  standards. 

8.  Computer  use  with  great  threat  of  technological  displacement. 

9.  Misuse  of  water. 

3.  It  is  suggested  that  the  article  be  rewritten  along  the  lines  of 
pointing  out  that  some  economists  pant  to  the  similarity  of  conditions 
and  while  they  are  correct  as  far  as  they  go  they  do  not  adequately 
cover  the  physical  conditions  that  exist.   Technocracy  would  like  to 
point  out  that  many  conditions  that  exist  today  did  not  exist  in 
1929.   Further  that  if  the  present  conditions  continue  and  worsen 
North  America  will  be  faced  with  the  necessity  of  a  complete  reorgani- 
zation of  the  social  structure  -  a  Technate. 

4.  Your  approach  is  great  but  should  be  enlarged. 


cc: TNT 
TD 


/^3ohr\  T.    Spitler 

Continental   Director 


ADDRESS.  CONTINENTAL  HEADQUARTERS.  TECHNOCRACY  INC.,  SAVANNAH,  OHIO 44874 
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11515  39  Ave., 
Edmonton,  Alts, 
T6J  0M5 

5  May  1985 


Technocracy  Inc., 
Continental  Headougrters, 
Savannah,  Ohio. 

Re:   Ms  "1929  vs  1981" 


1.  This  acknowledges  your  response  of  36  Jan  85  to  my  manuscript: 
"1981  vs.  1929  -  A  Comparison  of  Crises  -  Then  and  Now",  in  which  you 
reject  the  paper  unless  re-written  along  suggested  lines, 

2.  The  "main  thrust  of  the  article"  has  apparently  been  mis-read.  The 
subject  is  essentially  about  a  financial  crisis  in  1981  comparable  to 
the  financial  crisis  of  1939  and  following  years.   Perhaps  this  was 
not  sufficiently  emphasizedalthough  it  was  reiterated  repeatedly  in 
the  article.  For  example:   "But  these  (the  cultural  aspects)  are 
superficial  symptoms  of  more  fundamental  conditions.  The  underlying 
parallels  are  less  obvious  but  far  more  significant  and  portentious. 
They  pertain  to  the  basic  operation  of  the  'dollar  economy1  -  the 
Price  System  itself.  Two  such  features,  common  to  1929  and  1981,  may 
be  cited.  First,  a  bank  (credit)  collapse  of  world-wide  dimensions... 
The  second  feature  is  the  abrupt  reversal  of  a  period  of  growth  and 
inflation  into  a  period  of  stagnation  and  deflation  (better  termed 
'disinflation'  at  this  stage)."  Again,  "To  recapitulate,  the  1981 
'recession'  appears  to  have  been  an  historic  inflection  point:  com- 
parable in  important  ways  to  1929.  It  marked  the  end  of  an  era  of 
world- scale  growth  and  inflation,  culminating  in  1981  with  the  onset 
of  an  era  of  wide-spread  stagnation  and  depression."  etc.  etc. 

3.  The  year  192%  and  the  commonplace  term  of  reference  1929.  have 
particular  significance,  universally  understood.  It  has  become  the 
symbol  of  the  financial  collapse  of  the  193ts  and  of  the  consequent 
Great  Depression.  It  was  my  intention  in  the  subject  paper  to  estab- 
lish that  we  have  had  our  '1929'  collapse,  even  though  it  has  hot  been 
generally  recognized  or  acknowledged.  A  realization  of  this  situation 
is  very  important  to  Technocracy  this  time  around,  as  it  was  in  the  ori- 
ginal context.  There  are  differences  in  the  two  situations,  of  course, 
but  the  general  'thrust'  of  the  paper  must  stand  as  written.  The  Price 
System  has  'buckled'  and  the  epochal  consequences  of  this  will  become 
increasingly  apparent. 

4.  Although  some  cultural  comparisons  were  thrown  in  at  the  beginning 
of  the  paper,  to  whet  interest,  they  are  identified  as  'superficial'. 

5.  The  'physical  events'  such  as  the  nine  subjects  listed  in  your 
para.  2,  although  of  great  importance,  are  not  relevant  to  the  subject 
in  hand.   They  are  other  subjects  for  other  papers  at  other  times,  as 

I  see  it.  They  would  detract  from,  not  add  to,  the  focus  of  the  paper. 
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6.  This  paper  and  the  subsequent  one  -  "The  Big  Bank  Bailout"  -  have 
been  written  with  Technocracy's  membership  in  mind.  If  not  suitable 
for  publication,  I  would  think  they  might  be  useful  as  material  for 
Study  Classes  and  Current  Event  sessions.   The  last  one  is  essentially 
a  number  of  media  'clippings'  strung  together  with  connective  and  in- 
terpretive narrative.  Right  or  wrong,  they  should  stimulate  discussion 

and  help  in  developing  a  better  understanding  of  our  contemporary  Price 
System. 

7.  Both  pepers  have  been  circulated  to  a  limited  audience  for  comments, 
and  corroboration  or  otherwise.  Member  Ron  Morgan  of  Saskatoon  seemed 
to  think  the  analysis  was  a  good  one.   So  did  Talerie  Newcombe,  a  local 
member.  Technocracy  Digest  Editor  Sd  McBernie  liked  it.  Most  responses 
were  non-commital  but  some  suggested  minor  amendments.   One  such  came 
from  John  Taube  of  San  Francisco.  He  made  a  valid  criticism  of  a  sen- 
tence in  para.  5  of  page  3  of  "A  Comparison  of  Crises"  which  read: 
"Deficit  spending  seems  already  to  have  run  its  course...".  I  have 
amended  this  to  read:   "Deficit  spending  seems  already  to  have  lost 
ereditability  as  an  emergency  measure...",  which  is  closer  to  the  meaning 
that  I  intended. 

8.  It  is  noted  that  you  reversed  the  dates  in  the  title  to  read:  "1929 
vs.  1981",  instead  of  "1981  vs.  1929"  as  I  had  put  it.   That  seems  to  be 
an  improvement,  and  leaves  the  rest  of  the  title  undisturbed  as  in  "Then 
and  Now".   A  simplified  title:   "  A  Comparison  of  Crises"  would  perhaps 
be  quite  sufficient. 

9/  While  acknowledging  the  oyerriding  and  decisive  influence  of  physical 
trends  such  as  energy  consumption,  time  rates  of  doing  work,  increasing 
mechanization  and  automation,  etc.  it  must  neyertheless  be  noted  that 
Technocracy  Inc.  has  always  had  an  intense  interest  in  the  Price  System, 
its  nature,  its  manipulation,  its  evolution  and  its  vulnerability.  The 
Study  Course  bears  witness  to  that.  It  must  further  be  noted  that  it  was 
the  financial  crisis  of  the  '3§s  that  vaulted  Scott  and  Technocracy  into 
national  and  worldwide  prominence,  and  led  to  the  creation  of  the  organi- 
zation, Technocracy  Inc.,  in  1933* 

li.  The  ultimate  'trigger'  of  major  social  change  has  been  conceived 
by  this  organization  to  be  a  massive  failure  of  the  Price  System  to 
meet  the  requirements  of  the  citizens  of  America.  The  papers  that  I 
have  submitted  are  intended  to  be  commentaries  on  the  progressive  failure 
of  the  financial  sector  in  the  19t*'s. 


Walter  R.  F 
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A  Southam  Newspaper 


Box  2421 

Edmonton,  Alberta,  T5J  2S6 

Telephone  (403)  425-9120 
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Jan.     28/84 


Dear    Walt: 

Thanks  for  the  copy  of  your  comparison  of 
1981  vs  1929.   As  requested,  I've  read  it  and  have 
two  main  concerns. 

First,  there  are  a  number  of  chartists  who 
would  go  along  with  you  part  way.  They  would  not 
agree  1981  is  the  big  drop;  they  feel  it  is  really 
more  comparable  to  the  problems  of  the  early  1 9 2 0> 
and  that  during  the  next  few  years  we  are  likely 
to  see  a  frenetic  pace  of  development  and  rapid 
monetary  expansion  followed  by  a  major  collapse  •5cr^-^'1 
in  the  period  1989-1991.   I  tend  to  go  along  with 
that  view. 

Second,  Technocracy  will  not  necessarily 
follow  this  collapse  any  more  than  it  followed 
the  last.  Technocrats  are  viewed  as  (a)  right-wing 
Nazis  or  (b )  left-wing  Communists,  who  want  to 
control  the  "means  of  production"  to  their  own 
ends  , 

Technocracy  may  be  necessary  for  social 
justice,  but  it  is  not  by  itself  sufficient.  The 
primary  problem  associated  with  it  in  the  1930s 
was  the  refusal  to  recognize  the  political  implications 
embodied  and  the  attempt  to  divorce  production  and 
democracy  from  "free  enterprise,"   without  providing 
alternatives  for  political  debate. 
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11515  39  Ave., 
Edmonton,  Alta. 
T6J  0M5 

1  Apr  85 

Greetings  John: 

I  thank  you  for  your  comments  dated  30  Jan  85  on  my  paper  "Comparison 
of  Crises".  By  now  you  will  have  recejried  my  second  paper,  referred  to  in 
the  first:  "The  Bit;  Bank  Bailout",  which  will  explain  my  delay  in  answering 
your  note. 

First  of  all  I  might  mention  that  CHQ  rejected  ray  paper  as  written. 
They  call  for  massive  changes  which  would  in  fact  change  the  subject  entirely. 
I  will  be  replying  to  them  that  the  paper  must  stand  essentially  as  is,  ex- 
cept for  a  few  minor  corrections.  In  any  case  I  dont  expect  to  see  it  used 
anywhere.  I  think  it  would  at  least  make  good  material  for  study  classes 
and  current  event  classes. 

The  important  message  of  the  paper  is  that  we  have  now  had  our  '1929* 
crash,  although  muffled  and  disguised  in  various  ways.  This  means  that 
Technocracy  Inc.  should  wake  up,  emerge  from  its  cocoon  of  the  post  war 
years,  and  get  ready  for  the  ultimate  challenge  -  the  last  days  and  thr 
rigor  mortis  of  the  Price  System.   At  least  that  is  the  conclusion  that 
I  make  from  current  gx  trends.  But  it  seems  that  CHQ  doesn't  buy  that. 
And  maybe  they  are  right.  Like  the  cure  for  cancer,  the  long  awaited 
decisive  showdown  for  the  Price  System  seems  to  elude  us.  We  have  been 
patient  for  a  long  time.  I  guea  we  can  wait  for  events  to  demonstrate 
the  true  situation  in  d  ue  course. 

In  respect  to  your  comments  on  my  first  paper.  The  title  could  be 
changed  to  read;  1929  vs.  1981,  rather  than  changing  the  sub-heading 
•then  and  now*.  To  use  the  sub-heading  'now  and  then'  wou^d  convey  a 
different  meaning.   '  Now  and  then'  suggests  'occa  ionally*  or  'from  time 
to  time1. 

You  make  a  valid  criticism  of  5th  paragraph  on  page  3.  I  have  changed 
"deficit  spending  seems  already  to  ho  e  xsx±  run  its  course..."  to:  "Deficit 

spending  seems  already  to  have  lost  creditability  as  an  emergency  measure,..." 
which  is  closer  to  the  meaning  that  I  intended. 

You  also  suggest  I"introduce  the  subject  of  the  hardships  of  1929." 
The  thrust  of  the  paper  concerns  the  financial  dilemma,  mostly.  ^ To  dwell 
on  the  detail  of  the  physical  circumstances  would  be  to  detract  "from  the 
main  point  of  it  all  -  the  collapse  of  the  credit  (debt)  structure.  CHQ 
wanted  me  to  write  more  about  physical  circumstances  too.  That  would  be 
a  different  subject  and  another  paper  at  another  time.   As  a  teaser  to 
set  the  stage  for  the  paper  I  did  mention  several  social  circumstances  in 
the  preamble;  such  as  'breadlines'  now  called  'food  distribution  centers', 
plus  fashion  and  culture  items.   tot  I  avoided  getting  too  deep. 

Anyway,  John,  thanks  for  taking  the  time  to  respond.  It  was  helpful. 

Keeping  the  pot  boiling, 

Walt  Fryers.         ^ 


H 
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John  A.  Taube  (415)  334-3733 
55  ChumaseroDrive  #7E 

Hi,  Walt:  San  Francisco,  California  94132 

January  30,  1985 

You  asked  for  some  feedback  on  your  article  "1981  vs  1929  so  here  goes.  First,  the 

article  is  splendid  and  shows  your  technical  background  of  which  I  envy. 

You  have:  1981  vs.  1929 
then  and  now 
change:  now  and  then 

Page  3,  5th  paragraph  you  have:"Deficit  spending  seems  already  to  have  run  its  course..." 
It  has  not!  Once  it  does,  the  Price  System  has  bitten  the  dust.  REagan  in  1980t 
when  running  for  president  stated  that  if  he  is  elected, by  1984  or  maybe  as  early  as  1983, 
deficit  spending  will  have  stopped.  Ass»6sa±±sls88»sd8S,J6ss  He  made  this  statement  with 
no  qualifying  conditions.  The  debt  has  gone  up  with  him  faster  that  ever  befor  and  has 
no  reflection  on  him.   It  is  just  our  Price  System  has  reached  a  point  that  there  is 
controling  of  the  growth  of  debt.  The  foundation  of  our  Price  System  is  built  on  clay 
and  it  is  just  a  matter  of  time  before  someting  of  a  cataclysmic  dimension  occurs. 

Next  point  I  suggest  you  introduce  the  subject  of  the  hardsips  of  1929.  No  welfare, 
no  releif,  no  food  stamps,  no  unemployment  insurrance,  no  social  security,  no  student 
loans.  That  is  1929.  Now  1981  --  we  have  all  that.  Note  the  chage  in  people  --  then 
they  were  concerned  about  government.  Now  they  are  lethargic.   I  think  you  build  a 
big  case  on  this  point.  And  incidentally,  this  is  one  of  the  big  reasons  that  it  is 
difficult  to  get  people  interested  in  Technocracy. 

All  my  material  goes  to  Audrey  Adams  for  proof  redding;  this  did  not.  So  excuse 
grammar  and  spelling. 

For  what  ever  it  is  worth,  these  are  my  suggestions. 


i>^.,v"rv 


John  A.  Taube  A*&)   334-3733 

55  Chumasefo  Drive  #7E 
San  Frnacisco,  California  94132 
January  10,  1985 


Mr.  Stewart  Williamson 
College  of  San  Mateo 
1700  West  Hillsdale  Aveni 
San  Mateo,  California  94402 

Dear  Stew:  \ 


qy  of  Man"  whi< 


I  wish  to  thank  you  for  permitting  me  to  give  a  talk  on  Technocracy  to  your 
class.  I  found  the  students  most  attentive  and  their  questions  were  indic- 
ative of  a  high  level  of  intelligence.   Their  attentive  attitude  certainly 

/        / 
reflects  on  the  instructor. 

I  have  enclosed  Technocracy's  article  "The  Ecology  of  Man"  which  was  first 
published  in  1948.  I  gave  a  copy  to  a  friend  of  mine  and  he  told  me  that  he 
felt  that  Technocracy  was  the  father  of  ecology.  I  feel  sure  you  will  find 
it  interesting. 

You  said  that  you  would  put  some  Technocracy  questions  on  your  upcoming 
examination.   ■  wonder  if  you  could  send  me  a  copy  of  it?  I  would  greatly 
appreciate  it.  / 


/ 


Sincerely, 


3ohn  A.  Taube 


P.S.  The  enclosed  chart  of\the  brain  from  ramapithecus  puhjabicus  to  Homo 
Sapiens  comes  from  the  book!  The  Sociobiology  Debate,  edited  by  Arthur  L. 
Caplan.  I  hope  you  can  find  some  use  for  it. 


GOVERNMENT   INTERVENTION  ON  A   NEW  SCALE 
TO  RESUSCITATE  AN  AILING  FRIGE  SYSTEM. 

"Ginnie  Maes"   Come  to  Canada. 
The  government-managed   bail-out  of  a  bankrupt  Price  System  has 
grown  to  new  dimensions  with  the  introduction  of  the  so-called  "Mort- 
gage-Backed Security"  -  the   "MBS". 

A  better  description  might  bet     "Government  Guaranteed  Mortgages"  I 
(Guaranteed  for  the  lender,   that  is  '.) 

The  Financial  Pos^t  of  17  Aug  85,   under  the  headline   'Hot   Investment 
Idea  Comes  to  Canada',   describes   them  as  follows: 

"For  a  miMmum  investment  of  15000  -  $10,000  they  (investors  and 
financial  institutions)  will  get  a  piece  of  paper  that  looks  and  acts 
much  l^ke  a   federal  government  bond.      It  will  pay  a  fixed  interest  r  ate 
for  terms  of  &,  maybe  10  or  15  years   (to  25  -  30  in  the  US  version), 
and  will  come  with  that  same  Govt,   of  Canada    (or  U.S.,  as  the  case  may 
be)  guarantee  and  comparable  liquidity." 

"But  the  interest  rate  should  be  a  bit  higher  than  for  Canada 
bonds   or  Guaranteed  Investment  Certificates    (G.I.C.s)    of  comparable 
terms.     And  the  security  will  pay  monthly  income  -  rather  than  semi- 
annual interest,  as  witth  bonds  and  GICs". 

These  securities  are  patterned  after  the  immensely  successful 
"Ginnie  Maes"    (for  Guaranteed  Mortgages   ?)   of  the  U.S.   which  have  finan- 
ced more   than  half  of  all  new  mortgages  in  the  US,  valued  at  more  than 
85  billion  a  year0 

So  we  find  outselves  ever  more   in  the  land   of  "double=speak" .     The 
official  line  is:      "get  government  out  of  business  and  let  private  enter- 
prise carry  the   ball".     That's   the  music.     But  the  action  finds  govern- 
ment increasingly  underwriting  and  aiding  the  private  sector  in  a  multi- 
tude of  ways,   of  which  this  is   but  one. 
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The  MBS  scheme  may  well  help  to  perpetuate  and  resuscitate,  in  the 
short  term,  this  Price  System  of  economics.   If  successful  it  could: 

(1)  stimulate  the  housing  industry  and  its  myriad  of  suppor- 
ting industries  and  trades,  including  appliances  and  home  furnishings, 
utilities,  lumber,  domestic  services,  and  so  on; 

(2)  provide  a  rewarding  outlet  to  the  vast  pools  of  liquid  funds 
accumulating  in  a  stagnant  economy.   It  is  designed  particularly  for 
larger  investors  and  institutions  looking  for  secure  and  profitable 
opportunities  for  idle  funds. 

The  trend  toward  longer  mortgage  terms,  evidenced  here  in  the  MBS, 
as  well  as  elsewhere,  confirms  the  analysis  that  the  economy  is  perceived 
to  be  in  a  period  of  major  long-term  deflation  (dis-inflation)  and  declining 
interest  rates.   (In  the  reverse  situation,  one  of  antifcipated  rising  interest 
rates,  the  strategy  adopted  would  be  ((and  was))  one  of  short*erm  committments.) 

Knowledgeable  people,  Technocrats  amon^g  them,  realize  that  continued 
credit  (debt)  expansion  is  essential  to  the  survival  of  a  modern  Price 
System.  Howard  Scott,  Director-in-Chief  of  Technocracy  Inc.f  pointed  this 
out  in  the  1930s,  observing  that  when  private  enterprise  no  longer  finds  it 
profitable  to  create  the  new  credit  required  for  the  continued  operation  of 
the  Price  System  it  is  only  just  and  meet  that  governments  do  it  for  them. 

Now  we  have  arrived  at  that  very  point  in  time  again,  in  the  1980s. 
Governments  are  now  embarked  upon  monumental  deficit  spending,  on  a  multi- 
tude of  bailouts  of  various  enterprises  and  institutions,  including  banks, 
trust  companies,  farmers,  etc.,  and  upon  a  new  scale  of  welfare  benefits 
and  make-work  programs.   And  now,  as  with  the  MBS,  go\fcernment  is  subsi- 
dizing and  guaranteeing  private  investment,  even  to  the  level  of  the  indi- 
vidual consumer.   (Remember  that  mortgages  and  investments  in  real  estate 
have  been  major  factors  in  the  failure  of  a  variety  of  banks,  trust  companies 

and  other  financial  operations  in  the  1980s.) 
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There  is  no  permanent  cure  here  for  a  mortally  sick  economic  system. 
This  is  no  new  'modus  operandi'.  These  measures  can  only  buy  time  and  so 
delay  the  showdown  facing  North  America  -  the  failure  of  our  Price  System 
of  operation.  Soon  or  late,  we  must  face  the  challenge  of  installing  an 
economy  of  abundance,  energy  based:  the  Technocracy. 

Walter  Fryers, 
11515  39  Ave., 
Edmonton,  Alta. 
T6J  0M5 

18  August  1985. 
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Hot  U.S. 
investment 
idea  conies 
to  Canada 

this  is  the  year  Canadians  should  be  able 
to  buy  their  own  mortgage-backed  securi- 
ties, the  fixed-income  investment  which  has 
become  all  the  rage  in  the  U.S. 

For  a  minimum  investment  of  $5,000- 
$10,000,  they  will  get  a  piece  of  paper  that 
looks  and  acts  much  like  a  federal  govern- 
ment bond. 

It  will  pay  a  fixed  interest  rate  for  terms 
of  five,  and  maybe  10  or  15  years,  and  will 
come  with  that  same  Government  of  Cana- 
da guarantee  and  comparable  liquidity. 

But  the  interest  rate  should  be  a  bit 
higher  than  for  Canada  bonds  or  guaran- 
teed investment  certificates  of  comparable 
terms.  And  the  security  will  pay  monthly 
income  —  rather  than  semi-annual  inter- 
est, as  with  bonds  and  GICs. 

An  MBS  will  give  the  investor  an  inter- 
est in  a  pool  of  residential  mortgages, 
originated  by  a  private  lender  and  insured 
by  the  federal  government. 

Canadians  should  get  their  first  taste  of 
this  type  of  investment  when  GMC  Inves- 
tors Corp.,  a  subsidiary  of  Counsel  Trust, 
goes  to  market  this  month  with  its  "guaran- 
teed mortgage  certificates." 

But  that's  the  hors  d'oeuvre  for  the  main 
course,  which  should  be  served  up  later  this 
year  —  the  federal  government's  own 
mortgage-backed  security  program,  de- 
signed by  Canada  Mortgage  &  Housing 
Corp.  and  patterned  after  the  immensely 
successful  U.S.  Ginnie  Maes. 

But  while  the  minimum  investment  in 
Ginnie  Maes  is  $25,000,  CMHC  is  plan- 
ning on  a  $5,000  minimum,  making  it  more 
accessible  to  individuals.  The  securities  will 
have  terms  of  five  years  and  up. 

Although  the  seeds  of  CMHC's  program 
were  planted  by  the  former  Liberal  govern- 
ment in  its  February,  1984,  budget,  Con- 
servative Housing  Minister  William 
McKnight  has  embraced  the  concept. 

Earlier  this  summer,  the  minister  said  he 
hoped  legal  and  legislative  hurdles  would 
be  cleared  by  yearend,  paving  the  way  for 
the  quick  introduction  of  the  government's 
program. 

However,  federal  housing  officials  add 
that  if  the  government's  agenda  is  crowded, 
the  launch  could  be  delayed. 


Policy-makers  hope  that  mortgage- 
backed  securities  will  go  hand  in  hand  with 
the  introduction  of  10-,  1 5-  or  even  20- year 
mortgages,  which  haven't  been  available 
since  the  late  1960s.  Today's  short  mort- 
gage terms  —  one,  three  and  five  years  — 
are  one  reason  so  many  homeowners  were 
whipsawed  by  skyrocketing  interest  rates  in 
1981-82. 

In  the  U.S.,  where  mortgage  terms  ex- 
tend to  25-30  years,  mortgage-backed  se- 
curities provide  financing  for  more  than 
half  of  all  new  mortgages,  valued  at  more 
than  $85  billion  a  year. 


n/MMC(AL     Posr 

I       While  the  federal  program  awaits  its  go- 
:   ahead,  GMC  Investors  Corp.  will  be  selling 
,   its  three-  and  five-year  certificates.  Individ- 
uals will  be  able  to  buy  these  in  $10,000- 
$100,000   denominations,   institutions    in 
$100,000  chunks. 

The  certificates  will  be  written  on  pools 
I    of    CMHC-insured    (National    Housing 
Act)  mortgages,  which  GMC  will  origi- 
nate. Citibank  Canada  is  providing  a  back- 
up guarantee  for  prompt  payment  of  inter- 
est and  principal. 

When  Ottawa's  program  is  launched, 
GMC  Investors  would  hope  to  become  a 
distributor  of  those  securities  as  well,  says 
President  Ivan  Wahl.  He  adds  that  GMC 
expects  to  sell  $100  million  in  mortgage- 
backed  securities  in  its  first  year. 

Even  so,  there  is  wide  consensus  that 
mortgage-backed  securities  won't  be  nearly 
as  big  a  factor  in  mortgage  and  capital 
markets  here  as  they  are  in  the  U.S. 

There  are  also  questions  as  to  whether 
they  will  help  realize  Ottawa's  cherished 
goal  —  the  financing  of  10-,  15-  or  20- year 
mortgages  at  a  reasonable  cost. 
CMHC  officials  acknowledge  that  a 
I  number  of  factors  have  to  come  together. 
First,  there  must  be  demand  for  longer- 
term  mortgages.  Although  several  institu- 
tions, like  Bank  of  Montreal,  Royal  Trust 
and  London  Life  Insurance,  offer  seven- 
and  10-year  terms,  there  is  limited  call  for 
them  now,  lenders  say. 

That,  however,  could  change  if  borrow- 
!  ers  feel  interest  rates  have  bottomed  out. 
There  must  also  be  an  ample  supply  of 
funds  from  investors.  That  will  depend  on 
the  relative  attractiveness  of  mortgage- 
backed  securities  compared  with  Canada 
bonds  and  GICs. 

And  finally,  there  must  be  some  incen-  $ 
tive  for  lenders  to  put  together  packages  of 
'  their  residential  mortgages  and  sell  them 
j  off  to  investors. 

Financial   institutions   usually   take   in 

;  money  from  their  depositors  and  lend  it  out 

'  to  mortgage  borrowers.   The  spread  — 

often  1 3/4-two  percentage  points  —  between 

mortgage  and   deposit  rates  covers   the 

lender's  expenses  and  profit. 

With  business  loan  activity  slow  to  re- 
cover from  the  recession,  the  major  banks 
and  trust  companies  have  been  eager  to  add 
resdential  mortgages.  They  aren't  likely  to 
want  to  give  them  up  to  investors  —  unless 
business  conditions  change  dramatically. 

"The  large  banks  and  trust  companies 
want  to  keep  these  assets  on  their  books," 
says  Tom  Alton,  president  of  Bank  of 
Montreal  Mortgage  Corp.  "We  would  gen- 
erally be  buyers  rather  than  sellers  [of 
mortgage-backed  securities]." 

"Why  would  the  large  financial  institu- 
tions issue  mortgage-backed  securities?  It's 
not  in  their  vested  interests,"  says  Russell 
Hunt,  vice-president  and  director  of  Mid- 
land Doherty  Ltd.  and  a  member  of  a  joint 
industry  committee  which  has  been  con- 
sulting with  CMHC.  "They  would  be 
cutting  in  on  their  own  spread  business." 

In  time,  however,  if  larger  numbers  of 
homeowners  want  longer-term  loans,  big 
institutions  may  want  to  finance  some  of 
these  loans  through  mortgage-backed  secu- 
rities —  that  is,  if  they  can't  sell  the 
mortgages  directly  to  institutional 
investors. 
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It  is  difficult  to  match  10-year  loans  with 
deposits  of  the  same  term.  Depositors 
would  demand  a  hefty  premium  for  locking 
up  their  funds  that  long.  And  Canada 
Deposit  Insurance  Corp.  does  not  insure 
terms  of  more  than  five  years. 

The  big  buyers  of  mortgage-backed  se- 
curities are  expected  to  be  institutions. 
However,  conservative  individuals  who  like 
the  monthly  income  and  higher  yields  will 
be  attracted. 

The  expectation  of  higher  yields  is  drawn 
from  U.S.  experience,  where  mortgage- 
backed  securities  have  generally  paid  at 
least  %  of  1%  more  than  comparable 
Treasury  bonds. 

At  GMC,  Ivan  Wahl  says  his  certificates 
should  return  about  half  a  percentage  point 
more  than  GICs  and  Canada  bonds  of  the 
same  term.  Because  the  pass-through  of  the 
mortgage  to  investors  is  "an  efficient  pro- 
cess," he  says,  rates  on  GMC's  mortgages 
should  also  be  a  tad  lower  than  at  major 
banks  and  trust  companies. 

However,  as  an  investor,  you  can  expect 
extra  complications  with  this  kind  of  secu- 
rity. The  monthly  cash  flow  won't  consist  of 
just  interest.  You  would  receive  a  pass- 
through  of  blended  principal  and  interest. 
Because  some  mortgages  in  the  pool  are 
partly  or  fully  prepaid  before  maturity,  you 
would  take  in  dribs  and  drabs  of  principal, 
which  you'd  have  to  reinvest. 

And  if  you're  going  to  commit  your 
funds  for  10-15  years,  you'll  want  assur- 
ances of  liquidity.  That  will  come  if  there's 
a  sizeable  secondary  market,  where  securi- 
ties can  be  readily  bought  and  sold.  Pre- 
sumably, stockbrokers  would  make  this 
market,  as  they  do  in  the  U.S. 

Also,  you'll  want  to  be  guaranteed 
prompt  payment  every  month  —  even 
though  some  of  the  mortgages  in  the  pool 
may  be  in  arrears. 

Under  Ottawa's  scheme,  the  security 
issuer  would  initially  provide  this  guaran- 
tee. And  if  the  issuer  couldn't  come  up  with 
the  necessary  funds  to  meet  his  obligation, 
CMHC  would  follow  through  with  its 
"timely  payment  guarantee."  (Under 
GMC  Investors'  program,  Citibank  Cana- 
da provides  this  second  line  of  defense.) 

The  risks  of  mortgage  prepayment  are 
particularly  acute.  The  Canada  Interest 
Act  permits  homeowners  to  prepay  their 
mortgages  after  five  years  with  only  three- 
months'  interest  penalty  if  the  loan's  origi- 
nal term  is  more  than  five  years. 

This  clause  in  the  Interest  Act  has  scared 
most  financial  institutions  out  of  lending 
for  longer  than  five  years.  Presumably, 
investors  in  long-term  mortgage-backed 
securities  would  have  the  same  qualms. 

Investment  dealers  say  the  Interest  Act 
should  be  amended  to  remove  this  disincen- 
tive. Otherwise,  mortgage-backed  securi- 
ties would  have  to  carry  hefty  interest  rate 
premiums,  which  would  defeat  the  purpose 
of  low-cost,  long-term  mortgages. 

McKnight  has  said  he  will  push  for 
amendments  in  the  act,  but  he  has  not 
indicated  exactly  what  they  would  do.  One 
option  would  be  to  require  that  when  a 
mortgage  is  prepaid,  the  borrower  would 
compensate  the  investor  for  any  lost  inter- 
est for  the  rest  of  the  mortgage  term. 
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Mortgage  securities 

Hot  U.S. 
investment 
idea  comes 
to  Canada 

B\  Gordon  Pitts 


this  is  the  year  Canadians  should  be  able 
to  buy  their  own  mortgage-backed  securi- 
ties, the  fixed-income  investment  which  has 
become  all  the  rage  in  the  US. 

For  a  minimum  investment  of  $5,000- 
S 1 0.000.  they  will  get  a  piece  of  paper  thai 
looks  and  acts  much  like  a  federal  govern- 
ment bond. 

1 1  will  pay  a  fixed  interest  rate  for  terms 
of  five,  and  maybe  10  or  IS  years,  and  will 
come  with  that  same  Government  of  Cana- 
da guarantee  and  comparable  liquidity 

Bui  the  interest  rate  should  be  a  bit 
higher  than  for  Canada  bonds  or  guaran- 
teed investment  certificates  of  comparable 
terms  And  the  security  will  pay  monthly 
income  —  rather  than  semi-annual  inter- 
est, as  with  bonds  and  GlCs. 

An  MBS  will  give  the  investor  an  inter- 
est in  a  pool  of  residential  mortgages, 
originated  by  a  private  lender  and  insured 
by  the  federal  government. 

Canadians  should  get  their  first  taste  of 
this  type  of  investment  when  CMC  Inves- 
tors Corp..  a  subsidiary'  of  CosBSel  Trust, 
goes  to  market  this  month  with  its  "guaran- 
teed mortgage  certificates.'' 

But  that's  the  hors  d'oeuvre  for  the  main 
course,  which  should  be  served  up  later  this 
>ear  -  the  federal  government's  own 
mortgage-backed  security  program,  de- 
signed by  Canada  Mortgage  £  Housing 
Corp.  and  patterned  after  the  immensely 
successful  U.S.  Ginnie  Maes. 

Securities  terms 

But  while  the  minimum  investment  in 
Ginnie  Maes  is  $25,000,  CMHC  is  plan- 
ning on  a  $5,000  minimum,  making  it  more 
accessible  to  individuals.  The  securities  will 
have  terms  of  five  years  and  up.  — - 

Although  the  seeds  of  CMHC's  program 
were  planted  by  the  former  Liberal  govern- 
ment in  its  February.  1984.  budget.  Con- 
servative Housing  Minister  William 
Mcknight  has  embraced  the  concept. 

Earlier  this  summer,  the  minister  said  he 
hoped  legal  and  legislative  hurdles  would 
be  cleared  by  yearend,  paving  the  way  for 
the  quick  introduction  of  the  government's 
program. 

However,  federal  bousing  officials  add 
that  if  the  government's  agenda  is  crowded, 
the  launch  could  be  delayed. 

Policy-makers  hope  that  mortgage- 
backed  securities  will  go  hand  in  hand  with 
the  introduction  of  10-,  1 5-  or  even  20-year 
mortgages,  which  haven't  been  available 
since  the  late  1960s.  Today's  short  mort- 
gage terms  —  one,  three  and  five  years  — 
are  one  reason  so  many  homeowners  were 
whipsawed  by  skyrocketing  interest  rates  in 
1981-82. 

In  the  US.,  where  mortgage  terms  ex- 
tend to  25-30  years,  mortgage-backed  se- 
curities provide  financing  for  more  than 
half  of  all  new  mortgages,  valued  at  more 
than  $85  billion  a  year. 

While  the  federal  program  awaits  its  go- 
ahead,  GMC  Investors  Corp.  will  be  selling 
its  three-  and  five-year  certificates  Individ- 
uals will  be  able  to  buy  these  in  $10,000- 
$100,000  denominations,  institutions  in 
$100,000  chunks. 

The  certificates  will  be  written  on  pools 
of  CMHC-insured  (National  Housing 
Act)  mortgages,  which  GMC  will  origi- 
nate. Citibank  Canada  is  providing  a  back- 
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Continued  from  p.l 

up  guarantee  for  prompt  payment  of  inter- 
est and  principal 

When  Ottawa's  program  is  launched. 
GMC  Investors  would  hope  to  become  a 
distributor  of  those  securities  as  well,  says 
President  Ivan  Wahl.  He  adds  that  GMC 
expects  to  sell  $100  million  in  mortgage- 
backed  securities  in  its  first  year. 

Even  so,  there  is  wide  consensus  that 
mortgage-backed  securities  won't  be  nearly 
as  big  a  factor  in  mortgage  and  capital 
markets  here  as  they  are  in  the  US. 

There  are  also  questions  as  to  whether 
they  will  help  realize  Ottawa's  cherished 
goal  —  the  financing  of  10-.  1 5-  or  20-year 
mortgages  at  a  reasonable  cost. 

CMHC  officials  acknowledge  that  a 
number  of  factors  have  to  come  together. 
First,  there  must  be  demand  for  longer- 
term  mortgages.  Although  several  institu- 
tions, like  Bank  of  Montreal  Royal  Trvsl 
and  London  Life  liarinn.  offer  seven- 
ana  10-year  terms,  there  is  limited  call  for 
them  now,  lenders  say. 

That,  however,  could  change  if  borrow- 
ers feel  interest  rates  have  bottomed  out. 

There  must  also  be  an  ample  supply  of 
funds  from  investors.  That  will  depend  on 
the  relative  attractiveness  of  mortgage- 
backed  securities  compared  with  Canada 
bonds  and  GICs. 

And  finally,  there  must  be  some  incen- 
tive for  lenders  to  put  together  packages  of 
their  residential  mortgages  and  sell  them 
off  to  investors. 

Financial  institutions  usually  take  in 
money  from  their  depositors  and  lend  it  out 
to  mortgage  borrowers.  The  spread  — 
often  1  %-two  percentage  points  —  between 
mortgage  and  deposit  rates  covers  the 
lender's  expenses  and  profit. 

Slow  recovery 

With  business  loan  activity  slow  to  re- 
cover from  the  recession,  the  major  banks 
and  trust  companies  have  been  eager  to  add 
resdential  mortgages.  They  aren't  likely  to 
want  to  give  them  up  to  investors  —  unless 
business  conditions  change  dramatically 

"The  large  banks  and  trust  companies 
want  to  keep  these  assets  on  their  books." 
says  Tom  Alton,  president  of  Bank  of 
Montreal  Mortgage  Corn.  "We  would  gen- 
erally be  buyers  rather  than  sellers  (of 
mortgage-backed  securities]." 

"Why  would  the  large  financial  institu- 
tions issue  mortgage-backed  securities?  It's 
not  in  their  vested  interests,"  says  Russell 
Hunt,  vice-president  and  director  of  Mid- 
land Dokcrty  Ltd.  and  a  member  of  a  joint 
industry  committee  which  has  been  con- 
sulting with  CMHC.  They  would  be 
cutting  in  on  their  own  spread  business  " 

In  time,  however,  if  larger  numbers  of 
homeowners  want  longer-term  loans,  big 
institutions  may  want  to  finance  some  of 
these  loans  through  mortgage-backed  secu- 
rities —  that  is,  if  they  can't  sell  the 
mortgages  directly  to  institutional 
investors. 

It  is  difficult  to  match  10-year  loans  with 
deposits  of  the  same  term.  Depositors 
would  demand  a  hefty  premium  for  locking 
up  their  funds  that  long.  And  Ca— da 
Deposit  insurance  Corp.  does  not  insure 
terms  of  more  than  five  years. 

The  big  buyers  of  mortgage-backed  se- 
curities are  expected  to  be  institutions. 
However,  conservative  individuals  who  like 
the  monthly  income  and  higher  yields  will 
be  attracted. 


The  expectation  of  higher  yields  is  drawn 
from  US.  experience,  where  mortgage- 
backed  securities  have  generally  paid  at 
least  %  of  1%  more  than  comparable 
Treasury  bonds. 

At  GMC,  Ivan  Wahl  says  his  certificates 
should  return  about  half  a  percentage  point 
more  than  GICs  and  Canada  bonds  of  the 
same  term.  Because  the  pass-through  of  the 
mortgage  to  investors  is  "an  efficient  pro- 
cess." be  says,  rates  on  GMC's  mortgages 
should  also  be  a  tad  lower  than  at  major 
banks  and  trust  companies. 

However,  as  an  investor,  you  can  expect 
extra  complications  with  this  kind  of  secu- 
rity. The  monthly  cash  flow  won't  consist  of 
just  interest.  You  would  receive  a  pass- 
through  of  blended  principal  and  interest. 

Because  some  mortgages  in  the  pool  are 
partly  or  fully  prepaid  before  maturity,  you 
would  take  in  dribs  and  drabs  of  principal, 
which  you'd  have  to  reinvest. 

And  if  you're  going  to  commit  your 
funds  for  10-15  years,  you'll  want  assur- 
ances of  liquidity.  That  will  come  if  there's 
a  sizeable  secondary  market,  where  securi- 
ties can  be  readily  bought  and  sold.  Pre- 
sumably, stockbrokers  would  make  this 
market,  as  they  do  in  the  US. 

Also,  you'll  want  to  be  guaranteed 
prompt  payment  every  month  —  even 
though  some  of  the  mortgages  in  the  pool 
may  be  in  arrears 


Under  Ottawa's  scheme,  the  secur 
issuer  would  initially  provide  this  guar. 
lee.  And  if  the  issuer  couldn't  come  up  v. 
the  necessary'  funds  to  meet  his  obligai 

I  CMHC  would  follow  through  with  1 
"timely     payment     guarantee"     (In: 

I   GMC  Investors'  program,  Citibank  Ca: 

I  da  provides  this,  second  line  of  defense 
The  risks  of  mortgage  prepayment  ar 

I  particularly  acute.  The  Canada  Inters 
Act  permits  homeowners  to  prepay  th. 
mortgages  after  five  years  with  only  thrti 
months'  interest  penalty  if  the  loan's  orig 
nal  term  is  more  than  five  years 

This  clause  in  the  Interest  Act  has  scan 
most  financial  institutions  out  of  lend;- 
for  longer  than  five  years.  Presumab1 
investors  in  long-term  mortgage-backi 
securities  would  have  the  same  qualms 

Investment  dealers  say  the  Interest  A. 
should  be  amended  to  remove  this  disincei 
tive.  Otherwise,  mortgage- backed  secur 
tics  would  have  to  carry  hefty  interest  rat. 
premiums,  which  would  defeat  the  purpo> 
of  low-cost,  long-term  mortgages 

Mcknight  has  said  he  will  push  fi 
amendments  in  the  act.  but  he  has  m 
indicated  exactly  what  they  would  do  Or. 
option  would  be  to  require  that  when  . 
mortgage  is  prepaid,  the  borrower  woulc 
compensate  the  investor  for  any  lost  inte 
est  for  the  rest  of  the  mortgage  term 
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